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Research Abstract 
 
 
 
The impact of a firm’s internationalisation efforts on its performance is a core concern in the 
field of international business research.  The question concerning the relationship between 
these two variables follows explicitly or implicitly as a corollary to the various established 
international business theories that seek to explain the motives, determinants and processes 
of firm internationalisation.  In a real sense the predicted performance impact of 
internationalisation serves not only to inform strategic decision-making on the different 
aspects of the internationalisation process but also to rationalise the very endeavour of firm 
internationalisation itself.  Indeed, benefits from internationalisation are expected to accrue 
to the firm and be reflected in some manner on a key performance indicator (or set of 
performance indicators), serving as an incentive (or disincentive) for the firm to embark on 
the process of internationalisation and absorb all its inherent costs and risks.  Thus, the 
centrality of the relationship between internationalisation and performance in the field of 
international business firmly establishes it as a, if not the, “big question” in international 
business research (Peng, 2004).  It is implicit in all endeavours under the international 
business research umbrella (Glaum & Oesterle, 2007), and certainly explicit in all 
international strategic management decision-making. 
 
 
Unfortunately, however, more than 50 years of research in international business and close 
to 40 years of research specifically focused on the relationship between internationalisation 
and performance have consistently yielded inconsistent results.  An examination of the 
internationalisation-performance studies conducted over the past 40 years yields critical 
clues to the sources of the persistent disagreement in the literature.  This thesis specifically 
highlights one specific factor that can contribute to explaining the inconsistencies in the 
literature thus far: that is, the fundamental lack of agreement on the appropriate 
internationalisation and performance measures to employ.  The current study thus 
comprehensively evaluates the various internationalisation and performance measures in 
the extant internationalisation-performance literature, representing research conducted 
over 40 years in the field of international business.  Finding the extant measures to be 
wanting, the study then proceeds to propose the Internationalisation Coefficient (IC) as a 
more theoretically grounded measure of firm internationalisation that better captures the 
conceptualisation of the firm and of the phenomenon of internationalisation in international 
business theories.  Unlike extant measures of firm internationalisation, the proposed IC 
brings to light both firm-specific attributes and international environment-specific attributes 
and compares the locational dispersal of these two attributes.  It is suggested that the truly 
global or international firm will exhibit a close match between the locational dispersal of 
firm-specific attributes and international-environment attributes.  This is because the truly 
global firm must be able to effectively overcome its liability of foreignness in order to exploit 
its advantages in other markets or harness location-specific advantages in certain 
international locations. 
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The thesis then employs the IC along with other extant measures of internationalisation to 
re-examine the degree of internationalisation of a sample of the Fortune Global 500 firms 
over a 5-year period from 2005 to 2009.  The empirical analysis confirms that the IC is a new 
and statistically distinct measure of internationalisation, capable of providing fresh and deep 
insights on the internationalisation patterns of firms with significant results.   The analysis 
likewise confirms that the employment of different measures of internationalisation will 
result in different conclusions regarding the degree of internationalisation of the same set of 
firms, given that the different measures capture different dimensions of the 
internationalisation phenomenon.  The thesis further explores the impact of employing 
various measures on the resulting nature and shape of the internationalisation-performance 
relationship.  The same sample of Fortune Global 500 firms is utilised, and the relationship is 
longitudinally analysed over the period from 2005 to 2009 and over a shorter period from 
2005 to 2007, with both sets of regressions yielding significant results.  The thesis confirms 
that employing different measures of both internationalisation and performance result in 
different conclusions regarding the nature and shape of the internationalisation-
performance relationship.  The results confirm the importance of the IC in offering deeper 
and richer insights regarding firm internationalisation, and lend support to the argument 
that the key to productively challenging the frontiers of the internationalisation-debate is in 
the employment of appropriate measures designed to truly capture the theoretical essence 
of the constructs involved.  The results further provide some empirical support to Hennart’s 
interpretation of the transaction cost/ internalisation theories of international business 
(2007), which predicts the internationalisation patterns of firms and the resulting impact on 
performance.  The results also provide partial support to the multi-stage relationship 
between internationalisation and performance (Contractor, 2007). 
 
The thesis primarily makes a contribution to the internationalisation-performance literature, 
extending the frontiers of the debate by approaching it from the angle of measurement.  
Notably, it proposes a theoretically and statistically robust measure of firm 
internationalisation that can be employed in a flexible manner to test and revisit 
international business theories.  The implications for international business research and 
theory development are significant, and are discussed in the concluding chapter.   
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Chapter 1  Overview and Aims1
 
 
The field of inquiry on the relationship between internationalisation and performance is well 
developed in the domain of international business research.  There is still much scope, 
however, to contribute to this body of research and extend its frontiers.  A re-examination of 
this core international business debate is of critical importance as no broad consensus has 
been achieved on the nature of this relationship in spite of efforts spanning five decades of 
research in the field.  Although no broad consensus has been achieved in this debate thus 
far, the pace of firm internationalisation continues unabated, thus presenting an urgent 
challenge to the international business field of research to play a significant role in informing 
management and policy decision-making with the end in view of minimising negative effects 
while maximising gains in the internationalisation process.   
  
This chapter briefly presents the current state of the debate on internationalisation and 
performance, and the contribution of the currently unfolding literature on regionalisation in 
presenting additional empirical and theoretical dimensions to the more developed 
internationalisation-performance discourse.  This brief review is intended to provide an 
overview of the conceptual and empirical problems that underpin the scholarly discussions.  
This then establishes the context of this thesis, which focuses specifically on the impact of 
internationalisation and performance measures employed on the resulting shape of the 
relationship between these two variables.  Finally, the main research question and objectives 
are presented in this chapter, along with the approach and structure of the thesis. 
 
 
 
Background and Rationale 
Studies on the processes and patterns of firm internationalisation and studies of the 
impact of this internationalisation effort on firm performance both lie at the heart of 
international business research.  After 50 years of research, however, this relationship is still 
not well understood (Thomas & Eden, 2004).  This chapter briefly reviews the literature on 
internationalisation and performance and explores the contributions of the regionalisation 
versus globalisation discourse to the internationalisation-performance debates.   The 
chapter also briefly draws on discussions regarding the theoretical underpinnings of the 
relationship between internationalisation and performance, and concludes that underlying 
                                                     
1 Material from this chapter has been drawn on for an article published as follows:  Seno-Alday, Sandra. 2009. 
Market Characteristics and Regionalisation Patterns. European Management Journal, 27(5): 366-76. 
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differences in the approaches to measuring the two key constructs of firm 
internationalisation and firm performance may offer a significant explanation to the 
persistent disagreement in the literature.  The chapter concludes that a re-evaluation of the 
measures of internationalisation and performance employed in the extant literature and an 
assessment of the alignment of these measures with theory are critical to extending the 
frontiers of the debate on the relationship between internationalisation and performance.  
This establishes the rationale for this thesis, which aims to explore the significance and 
impact of employing different measures of internationalisation in assessing the relationship 
between firm internationalisation and performance.   
 
The Internationalisation Puzzle 
The international dimension of doing business is what defines the field of 
international business as a distinct domain of inquiry.  This dimension significantly changes 
the context within which business occurs and consequently alters the way in which business 
and all its associated functions are conducted.  Hence, strategy formulation and 
management for the purely domestic firm are necessarily different in many ways from 
strategy formulation and management in international firms.  In particular, it is well 
established in the literature that the international firm faces a  liability of foreignness 
(Zaheer, 1995, Zaheer & Mosakowski, 1997) in markets outside the home country where the 
institutional environments (North, 1991) are different.  Consequently, the international firm 
incurs product and organisational adaptation costs (Dow, 2006, Rugman, 2000) in its 
attempts to successfully compete in host country markets.  This liability of foreignness is of 
no concern to the domestic firm, which operates as a native player solely within the familiar 
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institutional environment of the home country, thus exempting it of the adaptation costs 
that burden the international firm.  If a firm incurs adaptation costs in the process of 
internationalising into foreign markets with unfamiliar institutional environments, then it 
can be concluded that an international firm is vulnerable to a much broader set of risks  
(Kwok & Reeb, 2000, Miller, 1992, Reeb, Kwok, & Baek, 1998) to which the domestic firm is 
not exposed. 
  If internationalisation is an inherently risky undertaking, then there must exist a 
natural reluctance among firms to embark on the internationalisation process, and this 
natural reluctance must be reflected in low levels of internationalisation activity, or stable 
(or even decreasing) internationalisation levels over time.  Empirical data, however, does 
not support this.  Figure 1.1 below charts the growth of world aggregate foreign direct 
investment (FDI), mergers and acquisitions (M&A), merchandise exports and service exports 
since 1960.  The data shows that FDI has been increasing at a compound annual growth rate 
of 12% over 34 years; M&A has been growing at a rate of 10% over 17 years; and exports 
have been increasing at a rate of 10% over 42 years for merchandise and 7% over 22 years 
for services.   Taking these aggregate data as indicators of international firm activity, it can 
be inferred from the rate and trajectory of growth of these activities that there seems to be 
a high level of enthusiasm rather than reluctance towards internationalisation.  These 
indicators of internationalisation efforts seem to reflect the fact that going international or 
being international is believed by firms to be good:  that is, the benefits of expanding 
internationally must be generally perceived to outweigh all its costs, and 
internationalisation must bring the firm greater benefits compared to the benefits it would 
be able to derive from remaining purely domestic.  This must be true; otherwise, firms 
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would have no incentive to absorb the inherent adaptation costs and risks associated with 
the internationalisation effort.   
 
 
Figure 1.1  Types and Levels of Cross-Border Activity, UNCTAD 2006  
 
 
Indeed, the benefits of internationalisation have been extensively written about in 
the extant international business literature.  Among others, internationalisation (1) allows 
companies to exploit their firm-specific assets to broaden their market base and thus enjoy 
international scale in the process, (2) gives companies access to superior inputs that in turn 
provides arbitrage opportunities, (3) allows firms to learn and acquire knowledge from 
abroad, and (4) provides an opportunity for geographic diversification that ultimately results 
in either higher profits or reduced risk exposure (see for example (Contractor, 2007).  If it is 
assumed that these recognised benefits of internationalisation outweigh its inherent risks 
and costs, then the residual benefit that accrues to the international firm must be reflected 
in an indicator or set of indicators of firm performance, such that internationalisation must 
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clearly be associated with performance.  Extending this and the previous argument further, 
if greater benefits accrue to the international firm compared to the domestic firm, then, 
ceteris paribus, the performance of an international firm must be superior to that of a 
domestic firm.  That is, not only should an international firm exhibit positive performance in 
general, but it should also exhibit superior performance relative to a domestic firm.   
Hennart (2007) argues, however, that only those international firms that have 
successfully tapped an appropriately large aggregate market (that is, a combined domestic 
and international market) will exhibit superior performance to a purely domestic firm.  
International diversification (or presence in multiple countries) per se will not necessarily 
translate to superior performance.  This is because there are high costs associated with 
attempting to acquire and maintain the benefits of internationalisation.  Examples of these 
costs are those associated with governance, or managing operations across multiple 
locations with high cultural, institutional and geographic distance.  There are costs 
associated with venturing into unfamiliar activities, costs associated with building flexibility 
into international operations, and costs associated with learning or acquiring new 
knowledge in foreign markets.  Because of these high internationalisation costs, Hennart 
(2007) argues that the only way for an international firm to exhibit superior performance to 
a domestic firm is for it to successfully exploit a large enough combined domestic and 
international market that will allow it to recoup its costs and enjoy a residual profit.  The 
total size of the market, and not the total number of markets, is the ultimate determinant of 
the level of firm performance. 
This debate on the true benefits of internationalisation echoes the lack of consensus 
on the nature of the relationship between internationalisation and performance in the 
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international business literature generated over the past fifty years.  Early studies noted a 
positive relationship between firm internationalisation and performance (for example 
(Grant, 1987, Vernon, 1971).  Other studies, however, have found no relationship between 
these two variables (for example (Morck & Yeung, 1991, Tallman & Li, 1996), while others 
have been able to demonstrate that a negative relationship actually exists between 
internationalisation and performance (for example (Geringer, Tallman, & Olsen, 2000).  It 
has been pointed out that the disagreement in the literature could be due to the fact that 
these extant studies have assumed and examined a simple linear relationship between 
internationalisation and performance, when it might, in reality, be more appropriate to 
assume a more nonmonotonic or nonlinear relationship (Riahi-Belkaoui, 1998).  Studies that 
have tested a nonlinear relationship between these two variables have gained considerable 
ground in recent years but have also run into major disagreements as to the shape and 
nature of the relationship.  There are studies that have provided evidence in support of an 
inverted-U relationship  between internationalisation and performance (for example 
(Geringer, Beamish, & daCosta, 1989), indicating that a firm experiences positive returns in 
the initial stages of internationalisation but then begins to experience decreasing returns to 
internationalisation over time.  Other studies have demonstrated a U-shaped relationship 
(for example (Capar & Kotabe, 2003) that directly conflicts with the inverted-U findings, 
indicating early internationalisation losses rather than gains, followed by positive returns at 
later internationalisation stages.  Then there are studies that have offered a resolution to 
the conflicting U-shaped and inverted U-shaped findings by suggesting an S-curve or sigmoid 
relationship (for example (Lu & Beamish, 2004) between the two variables.  These studies 
suggest that firms experience early internationalisation losses followed by a period of 
 Internationalisation and Performance  Page | 19  
Sandra Seno-Alday  2011 
 
 
positive returns, before finally experiencing decreasing returns at later stages of 
internationalisation as the effects of “over-internationalisation” set in (Contractor, 2007).  
Finally, there have been very recent studies suggesting a more wave-like relationship 
between the variables over time, composed of several troughs and peaks as opposed to the 
single trough and peak suggested by the S-curve theory (for example (Ruigrok, Amann, & 
Wagner, 2007). 
The disagreement among studies exploring a nonmonotonic relationship between 
internationalisation and performance is an interesting one.  While the S-curve theory 
initially showed some potential in reconciling the U-shaped and inverted U-shaped findings 
in the literature, studies that examined this sigmoid relationship have been unable to 
achieve consensus on whether a firm experiences initial internationalisation losses 
(exhibited by a curve that initially shifts downward then up at later internationalisation 
stages, as in (Contractor, Kundu, & Hsu, 2003, Lu & Beamish, 2004) or gains (exhibited by a 
curve that initially shifts upward then down at later internationalisation stages, as in Thomas 
and Eden (2004).  Some vital related insights have been offered that may prove to be critical 
in moving closer towards the resolution of this debate: 
(1)  the ways in which the variables of internationalisation and performance are 
measured influences the emergent nature and shape of the relationship between 
these two variables (Hsu & Boggs, 2003); 
(2) internationalisation is accorded different meanings, and hence assigned different 
proxy measures in the literature, leading to conflicting results (Thomas & Eden, 
2004).  The same is true for performance, which is also interpreted in different 
ways and assigned different measures in extant studies (Hsu & Boggs, 2003); and 
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(3) the theoretical backbone that clearly explains the relationship between 
internationalisation and firm performance is not well understood (Thomas & 
Eden, 2004); which then leads to the tendency to assign different meanings and 
measures to the variables (points 1 and 2 above) and ultimately reflecting 
varying forms of the relationship.  
 
Measures Matter 
In a study of 750 major US public companies, Hsu and Boggs (2003) empirically found 
that employing different measures for both internationalisation and performance resulted 
in very different relationships (extract of summary findings in Table 1.1).  When 
performance was measured in terms of Return on Equity (ROE) or Return on Assets (ROA), 
the relationship between internationalisation and performance was positive and linear if the 
internationalisation measure that was used was a ratio of foreign sales to total sales (FSTS); 
but if country scope was used as an internationalisation measure, the resulting relationship 
was inverted U-shaped.  The study further found that the relationship between 
internationalisation and performance was consistently positive and linear when 
performance was expressed in terms of profit margin, whether internationalisation was 
expressed in either FSTS or country scope.  Finally, when performance was measured in 
terms of total asset turnover, the relationship was U-shaped when internationalisation was 
expressed as FSTS, but was inverted U-shaped when internationalisation was expressed in 
terms of country scope.  The measures employed clearly made a significant impact on the 
resulting shape of the relationship. 
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Table 1.1  Hsu and Boggs (2003) Extract of Summary Findings on Internationalisation and 
Performance 
 Internationalisation  
(Foreign Sales to Total 
Sales) 
Internationalisation 
(Country Scope) DEPENDENT VARIABLE 
(Performance) 
Return on Equity (ROE) Positive linear 
relationship 
Inverted U-shaped 
relationship 
Return on Assets (ROA) Positive linear 
relationship 
Inverted U-shaped 
relationship 
Profit Margin 
 
Positive linear 
relationship 
Positive linear 
relationship 
Total Asset Turnover U-shaped relationship Inverted U-shaped 
relationship 
 
 
The Meanings behind the Measures 
It has also been argued that an examination of the underlying definitions and 
assumptions that inform the various measures employed in extant studies is important in 
efforts to shed light on the reasons behind the persistent disagreement in the 
internationalisation-performance literature.  Different definitions attributed to 
internationalisation and performance call for different proxy measures, hence giving rise to 
varying results (Thomas & Eden, 2004).  There is perhaps no clearer illustration of this issue 
than what is embodied in the emerging literature on regionalisation led by the work of 
Rugman and Verbeke (Rugman, 2000, Rugman & Verbeke, 2004, Rugman & Verbeke, 2005), 
supported by others such as Ghemawat (2001, 2005, 2003).  The Rugman studies have 
suggested a failure or inability of the world’s largest firms to truly globalise; that is, establish 
a significant presence in the three major regions of the world comprising the economic 
triad:  the European Union, Asia, and the North America.  The studies argue that a significant 
majority of the world’s largest firms are firmly entrenched in their home regions, indicating 
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that it is the regional market (not the global market) that confers the greatest economies to 
the international firm.   
Rugman and Verbeke (2004) established that the world’s largest firms (as 
represented by the Global Fortune 500) are regional, rather than global players.  Their work 
extended from Rugman’s study (Rugman, 2000) which posited that, based on trade volumes 
and flows, there were three (3) major regions in the world (North America, the European 
Union, and Asia) comprising an economic triad.  They established that most of the world’s 
largest MNEs actually derive most of their sales (an average of 80.3%) only from a single 
region in the triad:  their home region, thereby qualifying them as regional players (Rugman 
& Verbeke, 2004).  
Defining a “global company” as one that has a broad and deep penetration of foreign 
markets across the world, the authors further operationalise this definition as follows (Table 
1.2): 
 
Table 1.2  Rugman’s (2000) Classification System  
Global Firms that have sales of 20% or more in each of the three 
regions in the triad, but less than 50% in any one region 
Home region 
oriented 
Firms that have at least 50% of their sales in their home 
region  
Bi-regional Firms with at least 20% of their sales in each of two regions, 
but less than 50% in any one region 
Host region 
oriented 
Firms that have more than 50% of their sales in a region 
other than their home region 
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Using the 2001 Global Fortune 500 database, they analysed revenue data from 380 
firms in the sample, and classified the companies according to the above definitions as 
follows (Table 1.3): 
 
Table 1.3  Rugman and Verbeke (2004) Classification of the 2001 Global Fortune 500 
 
 
 
By using a very specific definition of firm “globality”, the Rugman studies moved 
away from the traditional and most popular measures of internationalisation in the 
literature (i.e., the ratio of foreign sales to total sales or FSTS, the ratio of foreign assets to 
total assets or FATA, and country scope or count), and introduced an alternative nominal or 
categorical measure of internationalisation.  In line with the definition of globality employed 
in the studies, the alternative measure disaggregated a firm’s sales according to economic 
regions (which were roughly equivalent to geographic regions) and compellingly illustrated 
how most firms could actually be less “international” or “global” than they appeared to be 
when evaluated using the traditional internationalisation measures.  By introducing a 
specific dimension to the meaning of internationalisation (i.e., regional geographic spread), 
the measure employed by the Rugman studies had to be capable of capturing information 
Classification % of 380 Firms 
Home region oriented 84.2% 
Bi-regional 6.6% 
Host region oriented 2.9% 
Global 2.4% 
Insufficient Data 3.9% 
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on this dimension.  Information on an international firm’s regional geographic spread was 
not contained in the internationalisation measures of FSTS, FATA and country scope, as 
these traditional measures were anchored on a definition of internationalisation that did 
not specify this regional dimension.  These measures, in fact, were anchored on the very 
basic definition of an international firm (i.e., a firm with operations outside the home 
country), and the focus of these measures was to simply capture the degree of foreign 
market dependence (FSTS), the extent of the international production (FATA) or the extent 
of foreign market presence (country scope) (Thomas & Eden, 2004), regardless of their 
regional spread or location.  On the other hand, the Rugman measure allowed for a deeper 
understanding of the nature of this international spread that was specifically focused on the 
degree of “regionality”.  The Rugman studies thus effectively illustrate that altering the 
definition of a concept necessarily calls for the development of a measure that is able to 
accurately capture this new conceptual essence.  When this new measure is employed in 
empirical studies, results may very well reveal new insights that previous measures have 
been unable to capture because these previous measures were not designed to capture 
these conceptual dimensions in the first place.  The new results may then lead to 
conclusions that are different from extant findings because the previous results are based 
on different conceptualisations of the same variable and have thus employed different 
measures that were appropriate to the conceptual definition assumed at the time those 
studies were conducted.  
Another problem related to the measures used in extant empirical studies on 
internationalisation and performance is the lack of alignment between the phenomenon 
under scrutiny and the metrics employed to operationalise and measure the phenomenon.  
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It has been pointed out, for example, that some studies set out to examine the impact of 
the internationalisation of firm production on performance, but attempt to capture the 
degree of firm internationalisation by taking a ratio of foreign sales to total sales (Hennart, 
2007).  This is a serious problem because in these cases, the measures employed provide 
data that are irrelevant to the research question at hand, and thus call into question the 
very validity of the studies themselves. 
With regard to performance as the dependent variable in internationalisation-
performance studies, the different measures employed in the literature are designed to 
capture different performance dimensions because as is the case with the 
internationalisation variable, these measures too are anchored on different meanings of 
performance.  Return on Equity (ROE) captures how efficiently a firm is able to utilise its 
financial (equity) resources to generate returns to shareholders, while Return on Assets 
(ROA) captures how efficiently a firm utilises its asset base (Hsu & Boggs, 2003).  These 
measures, however, may be limited in that they only point to short-run financial 
performance, whereas other performance measures such as Excess Market Value (EMV) and 
Average Market Value (AMV) are capable of capturing a firm’s long-run performance 
potential and hence indicate potential internationalisation benefits (Thomas & Eden, 2004).  
A recent review of the operationalisation of performance as a dependent variable in the 
international business literature found that while performance is a complex and 
multidimensional construct, operationalisation has been restricted largely to unidimensional 
financial measures which offer limited insights into the relationships studied (Hult, Ketchen, 
Griffith, Chabowski, Hamman, Dykes, Pollitte, & Cavusgil, 2008). 
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Theoretical Ambiguities 
This discussion naturally begs the question of which among the conceptual 
definitions of the variables involved is most appropriate to test the relationship between 
internationalisation and performance.  Answering this question requires going back to the 
international business theories that clarify the processes and paths of firm 
internationalisation, which should then be operationalised in a metric designed to validly 
and accurately capture and measure the extent of this internationalisation process.  The 
theoretical foundations should also clarify the motivations and expected outcomes or 
benefits of the firm’s internationalisation process, and this too must be operationalised in a 
metric that can measure the extent to which the internationalisation objectives have been 
achieved.  Here, a measure of firm performance acts as a proxy variable to indicate whether 
internationalisation objectives have been successfully met.  If the firm’s internationalisation 
objectives have been met, then, ceteris paribus, the impact on the performance metric must 
be positive; but if the objectives have not been met, then the impact on the performance 
metric must be negative.  Unfortunately, discussions on the theoretical underpinnings of the 
internationalisation-performance relationship have revealed some ambiguities related to 
the internationalisation process and its expected outcomes. 
One of the most established streams in international business theory is anchored on 
the Coaseian tradition of firm theory, which posits that it is the transaction that comprises 
the unit of activity of a firm, and that a firm’s boundaries are dictated by the decisions that 
the firm makes regarding where to undertake these transactions:  externally in the market 
or internally within the firm’s hierarchy (Coase, 1937).  These decisions are mainly driven by 
the costs associated with these transactions, such that if transaction costs are high in the 
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market, then the firm opts to internalise these transactions within its hierarchy where these 
transactions can be undertaken at lower costs.  If, however, the transaction costs are lower 
when conducted through the market system, then the firm will undertake these 
transactions in the market and not through its own hierarchy.  Coase applied his theory to 
the domestic firm, and scholars such as Buckley and Casson (1976), Dunning (1980), Rugman 
(1981), and Hennart (1982) extended Coase’s theory, incorporated elements of other 
theories of foreign direct investment (such as (Hymer, 1976) and firm organisation (such as 
(Williamson, 1967), and applied these to the case of the international firm.  The core 
proposition of these scholars is that imperfections in international markets give rise to 
increased market transaction costs, thereby motivating the multinational enterprise (MNE) 
to internalise these transactions through foreign direct investment (FDI) and hence resulting 
in an organisational hierarchy that straddles the domestic and one or more host 
environments.  These theories suggest that a firm expands by internalising inefficient 
international intermediate input markets, and by opting to internalise these intermediate 
markets, the firm attests that managing these activities within the firm’s hierarchy is more 
efficient than transacting through the international market’s price system thereby lowering 
transaction costs and increasing profits.  Thus, the performance objective associated with 
internalisation is the lowering of transaction costs and increasing profits.  These transaction 
cost economics/ internalisation-based theories represent one of the most established and 
influential theoretical streams in the international business literature.   
In an effort to find a theoretical basis on which to predict the relationship between 
internationalisation and performance, Hennart (2007) extended the propositions of the 
transaction cost economics/ internalisation theories and surprisingly argued that these 
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theories do not in fact support a direct and general relationship between international 
diversification and performance:  that is, a firm that is more internationalised may not 
necessarily exhibit superior performance over a firm that is less internationalised.   
As discussed above, Hennart  (2007) reasons that firms that are spread out over 
more countries do not necessarily achieve better economies of scale (and hence better 
profits) compared to firms that have a presence in only a few countries.  This is because in 
order for a firm to achieve economies of scale, what matters is not the sheer number of 
countries that a firm operates in but the individual and aggregate market sizes of the 
countries in which a firm has a presence.  While it is true that a firm aims to achieve scale 
economies by reaching out to a large market pool, the size of this market pool is not 
necessarily related to the degree of international diversification of the firm.  What 
determines scale economies is the aggregate market size served by the firm, and not the 
degree of its international diversification.  A firm may, in fact, achieve scale economies 
within the domestic market alone and thus perform better compared to the firm that is 
internationally diversified.  Improving firm performance, therefore, is not necessarily 
achieved by internationalisation.  Hennart (2007) also argues that by definition, 
internalisation means that a firm will expand through a network of closely controlled (i.e., 
majority to full ownership) affiliates.  In order to create internal markets that result in lower 
transaction costs, the firm needs to be in a position to control these transaction costs that 
occur through the manipulation of transfer prices that are internal to the firm’s hierarchy.  It 
will only be able to do this if affiliates are closely controlled through majority ownership.  In 
addition to having closely controlled affiliates, transaction cost/ internalisation theories also 
predict that a firm will tend to choose affiliates that are located in countries that are 
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economically and culturally close to the firm’s home country.  This is because expanding into 
foreign environments that are too institutionally distant (North, 1990) will result in 
increased management costs and when this happens, the firm’s hierarchy then ceases to be 
the lower-cost alternative to the market’s price system.  Extending this discussion, a firm 
that is more internationalised or spread out over more countries may find that its 
management costs have increased to the extent that it is no longer cheaper to undertake 
transactions internally; therefore, firms that are more internationalised may not always 
exhibit superior performance to firms that are less internationalised.  Furthermore, since 
risk reduction requires a high degree of diversification in markets and products through a 
large network of loosely-controlled affiliates, then the MNE may not necessarily do a good 
job of reducing risk and improving overall performance.   Hennart (2007) further  argues 
that transaction cost theories do not support the reasoning that internationally diversified 
firms have increased and flexible access to resources.  Firms that have internalised markets 
and activities may not necessarily be more flexible or have greater access to resources.  In 
fact, the firm which has not internalised any activities and which obtains efficiencies 
primarily through the markets may turn out to be more flexible compared to the firm that 
has to operate within the confines of its own internalised hierarchy.  For example, firms will 
find it easier to shift suppliers through the market, rather than shift production capabilities 
from one country to another (in which case the firm incurs more costs).  Finally, Hennart 
(2007) suggests that transaction cost theories do not support the argument that 
international diversification leads to greater learning for the firm because transaction cost 
theories imply that firms expand internationally primarily to exploit existing assets and then 
adapt them to suit the nuances of their various international markets.  Thus, knowledge 
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flows from the firm’s headquarters to its subsidiaries and not vice versa.  If the firm’s 
primary objective was to gain new knowledge from its subsidiaries, then affiliates would 
have been structured to explore rather than exploit.  However, evidence to the exploitative 
rather than explorative nature of international firm affiliates exists in the literature, where 
the situation in which headquarters actively learns from subsidiaries appears to be more of 
the ideal that firms aspire to rather than the current reality. 
Contractor (2007) responds to Hennart’s (2007) arguments and disagrees with 
Hennart’s proposed general relationship between internationalisation and performance, 
pointing out weaknesses in the theoretical foundations on which Hennart anchors his 
arguments.  The main problem and source of the disagreement lies in the assumptions of 
transaction cost/ internalisation theories on the nature of the firm and the functions that 
the firm assumes in the internationalisation process.  Contractor (2007) points out that 
transaction cost theories have not been able to clearly articulate the basic nature of the 
firm, and hence remain generally vague about the role that the firm plays as it 
internationalises.  According to Contractor, the firm can act as (1) an exploiter of internal 
capabilities; (2) a learner of knowledge that can be acquired from outside the home country; 
and (3) a cross-border arbitrageur and coordinator.  Transaction cost theories have 
remained silent on which among these roles (or combination of roles) the firm plays as it 
undertakes the internationalisation process, and this lack of clarity explains why Hennart’s 
arguments appear contradictory as they simultaneously hail the transaction cost benefits of 
internationalisation and attack the very effort that is posed as the answer to lowering costs 
and improving profitability.  Contractor further argues that not only are transaction cost 
theories vague about the role of the firm, but they also present a fairly limited perspective, 
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offering little insight on the nature of the firm, its capabilities, and its ability to harness 
these capabilities to its advantage.  Transaction cost theories essentially portray the firm as 
little more than a mechanical “black box” whose actions are blindly dictated by price levels.  
This runs counter to the very core of mainstream international business research, which 
hinges on the firm as an economic player that precisely has the ability to harness its 
internalised capabilities to capture international markets and to acquire new advantages 
that are located outside its home country.  Contractor proposes that the better theoretical 
anchor to explain and predict the relationship between internationalisation and 
performance is the evolutionary or multi-stage theory of the multinational corporation 
(Kogut & Zander, 1993) which better captures the firm’s ability to learn, adapt, and exploit 
its advantages as well as acquire new ones.  Contractor thus uses this theory to anchor his 
proposed S-curve theory of internationalisation and performance (discussed above).  While 
in disagreement with the proposition of Hennart on the general relationship between 
internationalisation and performance, Contractor is also quick to point out areas where the 
scholars agree.  Contractor agrees that there will come a point in the latter stages of the 
internationalisation process when the firm will begin to experience decreasing returns 
arising from higher costs of managing a large hierarchy spread out over increasingly distant 
countries (referring that is, to cultural, administrative, geographic, and economic distance 
(Ghemawat, 2001)). 
Hence, a much closer inspection of the scholars’ arguments will show that they may 
both be in agreement to some degree after all.  The essence of the arguments of both 
scholars is that there are limits to the benefits of internationalisation, and hence limits to 
the positive impact of internationalisation on performance.  Therefore, a firm cannot 
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continue to expand internationally and reap the benefits of internationalisation ad 
infinitum. 
This then begs the question as to what those internationalisation limits are.  What is 
that threshold of internationalisation within which a firm can enjoy benefits without 
overstepping the boundary beyond which internationalisation becomes a disadvantage?  
Contractor (2007) suggests that based on a survey of annual reports, it would seem that the 
first 40 to 60 nations in most sectors offers the optimum internationalisation spread.  
Beyond this, the disadvantages of over-internationalisation will begin to set in.  Another 
possible answer to this question has been offered by regionalisation scholars, led by 
Rugman (2000) and supported by others such as Ghemawat (2001, 2005, 2003).  Drawing on 
their empirical findings on the regional nature of multinational firm activity, Rugman and 
Verbeke (2005) suggest that the threshold that offers optimum internationalisation benefits 
is the home region, anchoring their arguments on transaction cost theories (Rugman & 
Verbeke, 2004, Rugman & Verbeke, 2005) They argue that geographic expansion is not as 
simple as deploying firm-specific advantages (FSAs) in attractive foreign locations (i.e., 
country-specific advantages or CSAs).  Rather, for each location, a firm needs to make 
additional investments to better adapt their FSAs with the CSAs.  Home regions offer greater 
opportunities for the regional deployment of FSAs because countries in the same region 
tend to have similar economic and institutional profiles, and governments tend to pursue 
regional economic and political harmony.  Regions, therefore, allow firms to take advantage 
of scale economies, and over-expansion beyond a (relatively homogeneous) regional 
geographic market will translate to increased costs to the firm.  This, taken with the 
probability that inter-regional trade wars will continue to be fought in the future, the 
 Internationalisation and Performance  Page | 33  
Sandra Seno-Alday  2011 
 
 
authors conclude that regional MNEs will continue to persist, and that there will always be a 
limited number of “purely” global MNEs in the Global Fortune 500.  Thus, given the 
evidence of regional MNE activity reinforced by policies that support regional rather than 
global economic integration, efforts in strategy formulation and international business 
research should proceed along regional lines.  Since the evidence seems to indicate that 
efforts to truly globalise have failed, then the conventional concept of “globalisation” is 
essentially a myth and international business has developed and will continue to develop 
based on the regional triad clusters (Rugman, 2000, Rugman & Verbeke, 2004). 
Rugman and Verbeke anchor their Theory of the Regional Multinationals (2005) on 
transaction cost economics, hence indicating their position that the transaction cost 
theories are sufficient in explaining internationalisation and its performance thresholds:  
this directly contradicts Contractor’s (2007) criticism of transaction cost theories.  Implicit in 
the propositions of the Theory of the Regional Multinationals discussed above is the 
assumption that the firm does not just blindly respond to price changes, but that the firm is 
an entity capable of learning and adaptation.  This interpretation of transaction cost 
theories presents an opposing view to that of Contractor (2007) regarding the limitations of 
transaction cost theories , and also differs from Hennart’s (2007) interpretation of the same 
theories.  While poised to potentially reconcile the disagreement in the internationalisation-
performance debate, the work of Rugman has invited criticism as well.  The problems with 
this body of work are concerned with four major issues:  the population of firms under 
scrutiny, the geographic taxonomy used, the measures and corresponding thresholds 
employed, and finally the theoretical and strategic implications proposed. 
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One of the first immediate sources of confusion raised by Rugman’s work is the use 
of the Fortune Global 500 as the target population for empirical analysis.  While it is true 
that the Fortune Global 500 list comprises the largest firms in the world, they may not 
necessarily be multinational firms (Westney, 2006).  Thus, the applicability or 
generalisability of the findings to MNEs and their internationalisation processes and 
patterns is fundamentally questionable, given the nature of the firms studied.   
The second major problematic area is in the geographic taxonomy used in the 
Rugman studies.  The theoretical bases for defining geographic regions according to the 
economic triad (North America, Europe, and Asia) are not clear, although it has been 
suggested that this regional segmentation is loosely based on Ohmae’s work (Osegowitsch 
& Sammartino, 2008).  It is also unclear as to why the domestic or home market was not 
distinguished from the home region (Osegowitsch & Sammartino, 2008, Westney, 2006).  
Apart from the lack of clarity in theoretical underpinnings, the consolidation of purely 
domestic sales with home region sales in the Rugman studies effectively weakens any 
conclusion that is to be made on the firm’s level of success in adapting its FSAs to CSAs, or 
on arguing the high costs of adjusting FSAs to CSAs, which the theory of regional 
multinationals sets out to do.  Any resulting conclusion or argument is weakened because of 
the absence of key benchmark data on the firm’s level of success in the domestic market, 
where the cost of adapting FSAs to CSAs is presumably zero (Osegowitsch & Sammartino, 
2008). 
The third major problematic area in the Rugman studies is the measure employed 
(sales) and the corresponding thresholds defined (that is, the regional shares of total sales 
used to classify firms as being global, bi-regional, home-region, or host-region).  If the 
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authors intended to extend internalisation theory, or if they intended to find empirical 
support for their theory of regional multinationals (which builds on transaction cost 
economics), it is unclear as to how the level and dispersal of sales across various regions 
best represents an international firm’s internalisation patterns or how this measures the 
level of success in adapting FSAs and CSAs.  Westney (2006), in fact, notes that FSAs and 
CSAs are not directly measured in the studies, but are inferred.  As regards the thresholds 
defined, again no theoretical basis is offered for using these thresholds, while also ignoring 
three (3) important variables:  the size of the domestic market relative to the size of the 
home region market, differences in market sizes in different regions and industries, and firm 
size (Asmussen, 2007, Osegowitsch & Sammartino, 2008, Seno-Alday, 2007).  Because these 
critical variables are ignored, no useful conclusions can be arrived at, as a firm’s sales 
distribution taken independently of the variables above is essentially lacking in meaning.   
This then leads to the final problematic area which calls into question the validity of 
the theoretical and strategic management implications proposed by the authors as a result 
of the empirical studies.  Because of the conceptual and empirical problems associated with 
the Rugman studies explained above, it would certainly appear that there is no clear 
alignment between the empirical studies and the resulting theory of regional multinationals.  
Thus, the danger posed to international business managers pointed out by Westney (2006) 
is that normative solutions are proposed (i.e., aspiring to go regional rather than global) 
based on largely unfounded conclusions. 
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Pushing the Frontiers of the Debate 
The current state of the debate on internationalisation and performance certainly 
presents interesting challenges and sets the context of the current study.   
There is much disagreement among scholars on the shape of the relationship and its 
theoretical underpinnings, but there is one clear point on which the scholars agree:  that 
there are limits to the benefits firms can derive from internationalisation.  This is implicit in 
Hennart’s (2007) examination of the relationship through the transaction cost theory lens, 
and explicit in both the proposed S-curve theory (Contractor, Kundu, & Hsu, 2003, Lu & 
Beamish, 2004) and the theory of the regional multinationals (Rugman & Verbeke, 2005).  
Thus, this thesis suggests that the way forward on this debate is to search more effectively 
for appropriate measures of internationalisation and performance that are consistent with 
international business theories.  As regards measures of internationalisation, are country 
counts, for example, more appropriate compared to sales ratios (foreign sales to total sales) 
in empirical studies by regionalisation theorists such as Rugman (2000)?  In order to identify 
appropriate measures it is necessary to go back to international business theories to clarify 
assumptions about the nature and role of the firm, motives for internationalisation, and the 
nature of the internationalisation effort itself. 
 
Research Question, Objectives, and Structure 
 In light of the above discussion, this thesis sets out to answer the question:  what is 
the significance and impact of employing different measures of internationalisation in 
assessing the relationship between firm internationalisation and performance? 
 In light of the challenges posed by the internationalisation-performance debate, this 
study seeks to: 
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1. evaluate the validity of extant measures of internationalisation and 
performance to confirm alignment with theories of the firm, of 
internationalisation, and of measurement; 
 
2. propose a valid measure of internationalisation that is firmly grounded in 
theory; and 
 
3. assess the implications of employing different measures, both extant and 
proposed, on the resulting nature and shape of the relationship between firm 
internationalisation and performance. 
  
As presented in Figure 1.2, this thesis is divided into three major sections, Parts A, B 
and C.  Part A sets out the theoretical and methodological rationale for re-examining the 
internationalisation-performance debate from the perspective of measures and 
measurement.  Chapter 2 locates the internationalisation-performance question within the 
context of the body of knowledge generated by the field of international business over the 
past 50 years.  It argues that the body of knowledge of international business is composed 
of broad research questions or themes that reflect a sequence of inquiry that build on each 
other.  It further argues that the internationalisation-performance question is a key research 
theme that directly tests international business theories and provides inputs critical to 
extending the frontiers of knowledge in the field.  Having located the main research 
question in the literature, Chapter 3 focuses on exploring the various conceptualisations of 
the firm in extant international business theories and clarifying the implications on 
 Internationalisation and Performance  Page | 38  
Sandra Seno-Alday  2011 
 
 
predicted internationalisation patterns.  The chapter concludes with a proposed framework 
for systematically reviewing the internationalisation-performance literature with the 
objective of clarifying the underlying theoretical underpinnings of extant studies and 
assessing the alignment between these theoretical underpinnings and the measures of 
internationalisation and performance employed.  This systematic review of the 
internationalisation-performance literature is conducted in Chapter 4, which concludes that 
not only do the existing measures of internationalisation and performance capture different 
theoretical elements and dimensions, but also are inadequate in terms of truly capturing the 
internationalisation phenomenon itself as expressed in established international business 
theory in the first place.  The systematic biases that the measures introduce into 
internationalisation-performance studies are likewise explored in this chapter.  
 
Figure 1.2  Thesis Structure 
 
 
Following through from the conclusions of the theoretical review and rationale 
presented in Part A, Part B maps out the detailed approach and methodologies for pushing 
the frontiers of the debate on internationalisation and performance anchored on the 
formulation of a more robust, theoretically grounded measure of internationalisation and 
on the selection of a set of performance measures that are more firmly anchored on 
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international business theory.  Chapter 5 empirically establishes the core proposition of this 
thesis that consistent with international business theory, internationalisation is not a 
random event but a purposeful activity undertaken by a rational firm.  In the effort to 
internationalise, the firm takes into consideration many factors, foremost of which are 
international location characteristics.  This thesis cites market size in particular as the 
principal factor for consideration in firm internationalisation, and empirically supports this 
proposition by showing how international market sizes are associated with the 
internationalisation patterns of the world’s largest firms.  Having established the key 
importance of market size in internationalisation decisions, Chapter 6 details the core 
contribution of this thesis:  the development of a new measure of internationalisation in 
which international market size and distribution play a key role. 
Part C mainly tests the proposed new measure of internationalisation on a sample of 
Fortune Global 500 firms.  The degree of internationalisation of the firms in the sample is 
tested in Chapter 7, and the internationalisation-performance relationship is longitudinally 
revisited in Chapter 8.  In both Chapters 7 and 8, results using the new measure of 
internationalisation are compared with those using extant measures.  Finally, Chapter 9 
summarises the results and key contributions of the thesis, and examines the theoretical, 
policy, and research implications of the findings of this research effort. 
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Chapter 2 The Internationalisation-Performance Question in 
the Field of International Business2
 
  
  
The exploration of the relationship between internationalisation and performance has been 
offered as the ‘big question’ in international business research (Peng, 2004), defining the 
field’s domain and identity.  The breadth of international business research in the past 50 
years, however, has made it difficult to achieve a clear consensus on the centrality of this 
issue vis-à-vis other major research areas pursued in the field.  Drawing on theories of 
knowledge organisation and on extant reviews of international business research, this 
chapter locates the strategic position of the internationalisation-performance question 
within a proposed integrative international business research framework anchored around 
four unifying research themes.  A content analysis of 1,689 studies in the Journal of 
International Business Studies (JIBS) from its maiden issue in 1970 to 2008 and studies 
classified as international business in nature done prior to 1960 confirms the trajectories of 
international business research along the four themes.  It is suggested that these major 
research themes serve as the main research pillars that define the international business 
domain, framing research done so far, and driving future research in the field.  It further 
argues that the internationalisation-performance question not only serves as one of the 
major themes in international business research, but also spurs movement in the logical 
sequence of inquiry suggested in the proposed integrative international business research 
framework, thus playing a critical role in challenging the frontiers of knowledge in the field. 
 
Introduction 
The field of international business has come a long way since its beginnings in the 
1950s (Fayerweather, 1974).  Emerging from a small, eclectic group of academics and 
professionals, it stands front and centre today as an influential think tank in a global 
business landscape that is constantly shaped and reshaped by events occurring at great 
magnitude and speed.  This chapter begins by presenting an effort to take stock of the 
research contributions to the field over the past 50 years.  Based on this review of research 
output, the chapter proposes an international business research framework that identifies 
four major research themes that have emerged in the past five decades.  In this framework, 
                                                     
2 Material from this chapter has been drawn on for an article published as follows:  Seno-Alday, Sandra. 2010. 
International Business Thought:  A 50-Year Footprint. Journal of International Management, 16(1). 
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the question on the relationship between internationalisation and performance is suggested 
as one of the four major research pillars in international business.  The proposed research 
framework is further validated by a content analysis of 1,689 studies published in the 
Journal of International Business from 1970 to 2008.  The results of the content analysis 
support the argument that research in the field of international business in the 50 years 
since its inception has tended to cluster around the four identified themes or research 
pillars.   
The chapter further argues that the proposed research framework not only captures 
the four major emergent research themes of the field, but also naturally links the four 
themes together in a logical sequence of inquiry that defines international business 
research.  The integrative and unifying framework thus locates the internationalisation-
performance question in the international business domain, and highlights the critical roles 
that this research pillar plays within the domain.  It is suggested that apart from shedding 
light on the impact of internationalisation on firm performance, this research pillar serves to 
directly test the theories of internationalisation.  In so doing, it also spurs the movement of 
inquiry in international business, stimulating further inquiry in other research pillars. 
Thus, this chapter contextualises the international business research area to which 
this thesis aims to make a significant contribution.  It is argued that contributing to the 
internationalisation-performance debates will not only extend the frontiers of knowledge in 
this particular research pillar, but will also contribute to expanding the frontiers of the field 
of international business itself. 
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Taking Stock:  Towards an Integrative Framework 
While an international business research stock-taking process is by no means new or 
unique, past studies of similar nature have yielded little consensus on what has been and is 
yet to be achieved in the field of international business.  The debate still continues on the 
“big question/s” expected to drive international business research (Buckley, 2002, Buckley & 
Lessard, 2005, Peng, 2004, Shenkar, 2004), and studies aimed at identifying future research 
directions have simply come up with laundry lists of subjects, topics, or themes (see for 
example (Caves, 1998, Griffith, Cavusgil, & Xu, 2008, Wright & Ricks, 1994, Wright, 1970)).  
These have been much too varied and diverse to clearly delineate the conceptual domain of 
the field versus other disciplines or domains of inquiry (Wilkins, 1997), advance the frontiers 
of its knowledge,  and focus international business scholars (Peng, 2004).  Diversity and 
interdisciplinarity have been defining characteristics of international business since its 
inception, but have since proven to be both a strength and liability.  The field is naturally 
and uniquely inclusive in its ability to cross traditional disciplinary boundaries (Caves, 1998, 
Dunning, 1989, Shenkar, 2004, Wright, 1970).  It has undoubtedly exerted significant 
influence on research in the various disciplines and functional areas of business and 
management (Werner & Brouthers, 2002).  Ironically, however, it has remained fragmented 
within its own research domain (Aggarwal, Petrovic, Ryans, & Zong, 2008, Toyne, 1989, 
Wright & Ricks, 1994).  It continues to face the challenge of achieving greater synthesis and 
integration within the body of knowledge that it has been able to generate so far (Dunning, 
1989, Toyne & Nigh, 1998, Wright & Ricks, 1994).  In fact, studies have shown that 
international business research has made little progress towards true interdisciplinarity 
given the dominance of studies focused on individual management functions or issues 
(Buckley & Lessard, 2005, Inkpen & Beamish, 1994).  Research efforts have been 
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characterised by increasing narrowness, decreasing comprehensiveness, and reduced 
complexity over time (Buckley & Lessard, 2005, Inkpen & Beamish, 1994, Shenkar, 2004, 
Sullivan, 1998).  This persistent fragmentation and lack of integration is detrimental to the 
field’s ability to progress and extend the frontiers of its knowledge.  It will in all likelihood 
perpetuate the crisis of identity experienced by the field (Buckley, 2002, Caves, 1998, Peng, 
2004, Pfeffer, 1993, Sullivan, 1998, Wilkins, 1997). 
The diversity and fragmentation of international business research makes the 
process of taking stock a challenging conundrum in itself.  Conventional wisdom may dictate 
that the process of taking stock be a fairly straightforward effort of pinpointing what is 
known and yet to be known in the field, but for a discipline as diverse as international 
business still at the low stages of paradigm development (Lodahl & Gordon, 1972) this basic 
approach will predictably yield yet another unhelpful laundry list of accomplishments and 
“to do’s”.  Therefore, an assessment of the scholarly contribution of a multidisciplinary field 
at this early stage of paradigm development necessarily calls for a different tack.  This 
chapter builds on the key assumption that a particular body of knowledge is not simply an 
assortment of discrete or isolated bits of information but rather a coherent collection of 
smaller chunks of data and understanding that come together to some degree into a unified 
system  (Dillon, 1984, Fales, 1943-1944).  Given the diverse, eclectic, and currently 
fragmented nature of international business, it is therefore argued that the principal hurdle 
of the process of taking stock is to try to make sense of the fragments of international 
business knowledge by bringing to light the underlying structure of these fragments.  This 
challenge is one of cognitive categorisation or classification (Chrisman, Hofer, & Boulton, 
1988, Cowan, 1990, McKelvey, 1978, Parsons, 1996) aimed at formulating a research 
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taxonomy that allows scholars in the field a certain degree of cognitive economy (Parsons, 
1996) for storing, organising, and identifying gaps in understanding.  Specifically for 
international business, this involves:  (1) gathering the various pieces of knowledge on the 
specific issues of international business and management  that the field has been able to 
generate through the years (Buckley & Lessard, 2005), and then (2) finding higher levels of 
relevant, abstract international business concepts to which these detailed pieces of 
knowledge can be classified, resulting in a more meaningful taxonomy for scholarship.  This 
classification system should meet the four major objectives of classification (Chrisman, 
Hofer, & Boulton, 1988):  (1) allow for appropriate levels of differentiation among various 
studies; (2) enable generalisations about knowledge to be made, thus paving the way for 
comparative studies; (3) allow for appropriate identification of studies, thereby ensuring 
consistency and comparability of findings; and (4) enable quick retrieval of relevant 
information or knowledge.  A system specifically created for the purpose of classifying 
international business research must reflect the main areas of inquiry relevant to the field 
and address the concern for greater synthesis and integration.  It should serve not only to 
clarify the domain of international business, but also facilitate scientific advancement by 
providing a coherent and inclusive scholarship framework that brings to light the frontiers of 
knowledge in the field, thus paving the way for future research. 
It is argued that past efforts to arrive at an international business research 
classification system are not consistent with the call for greater integration in the field.  In 
fact, many of these past efforts may even foster the continued fragmentation of the field by 
propagating a function- based rather than an integrative, systems-based perspective of 
international business (Shenkar, 2004).  Adopting the approaches taken by Buckley (2002) 
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and Peng (2004), this chapter aims to extract and validate an international business research 
taxonomy that has emerged in the past 50 years, anchored on the questions raised by the 
various studies conducted in the international business domain.  Clarifying the questions 
that the field asks is a critical undertaking because the nature of questions that have been 
asked makes a direct impact on how the domain of international business is defined 
(Hennart, 1997).  This is consistent with the Aristotelian view that a particular sphere of 
knowledge is essentially defined by its answers to a distinct set of questions (Dillon, 1984).   
This chapter first undertakes an analysis of extant reviews of international business 
research and attempts to extract the questions that the international business research 
community posed over the past 50 years.  Drawing on the results of this analysis and on 
theories of knowledge and research classification, a set of four core international business 
research questions are distilled and proposed as key research themes comprising an 
integrative framework of international business scholarship.  The chapter then conducts a 
content analysis of 50 years of research published in the Journal of International Business 
Studies (JIBS), where studies are classified into one of the four core questions.  This 
effectively highlights areas that have been of interest within the proposed international 
business research framework, thus bringing into sharp relief the mark or footprint of 50 
years of international business thought.  The chapter concludes by clarifying the critical role 
of the internationalisation-performance question in international business, thus 
contextualising the key contributions of this thesis to the field. 
The Face(s) of International Business 
Scholars have noted that the cross-disciplinarity of international business has been 
limited mainly to its vision, not having found concrete expression in its largely 
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unidisciplinary research efforts (Dunning, 1989).  The field has clearly been experiencing 
much difficulty in breaking away from individual discipline-based research and moving 
towards genuine integration (Buckley & Lessard, 2005, Inkpen & Beamish, 1994, Sullivan, 
1998, Wright & Ricks, 1994).  An examination of the most commonly employed international 
business research evaluation and classification methods so far reveals that they neither 
offer much help in fostering greater integration nor support towards more interdisciplinary 
research perspectives and approaches in the field.    
Most studies that have attempted to map out past international business research 
have classified research efforts along disciplinary or functional lines (such as economics, 
marketing, finance, etc.) (Aggarwal, Petrovic, Ryans, & Zong, 2008, Griffith, Cavusgil, & Xu, 
2008, Inkpen & Beamish, 1994, Wright & Ricks, 1994).  Interestingly, however, most studies 
attempting to map out future research directions have classified these projected trends in 
terms of topics or themes  (Caves, 1998, Griffith, Cavusgil, & Xu, 2008, Wright & Ricks, 1994, 
Wright, 1970).  This lack of alignment between efforts to evaluate past research on the one 
hand and outline future research areas on the other poses problems with regard to the 
ability of the field to first define and then extend its frontiers.  The discipline and function-
based approaches to international business research evaluation and classification may 
provide good indicators of the contribution of international business to each individual 
discipline or functional area (and vice-versa).  But these approaches may not be as useful in 
terms of gauging advancements in the field of international business itself.  As a cross-
disciplinary field, the concerns of international business necessarily stretch across multiple 
disciplines; hence, viewing this research domain through the lens of individual disciplines 
provides very limited views of the field.  While international business does extend and apply 
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the theories and tools of other disciplines, the concerns of the field itself are much broader 
than any single discipline from which it draws.  The knowledge generated by international 
business likewise has implications that span multiple disciplines.  The dominance of 
marketing, economics, and finance studies in JIBS from 1970 to 1994 (Inkpen & Beamish, 
1994) for example, or the main research foci in management, organisation, and economics 
among the best international business dissertations from 1991-2000 (Aggarwal, Petrovic, 
Ryans, & Zong, 2008) may simply indicate the dimensions of international business that 
have been of interest among scholars.  This pattern may also perhaps just broadly suggest 
the disciplines that have influenced international business research within those time 
frames.  The evaluation and classification systems that tend to view progress in 
international business through the lens of individual disciplines rather than from the 
broader frame of international business itself have the effect of obscuring rather than 
illuminating the advances that international business has and continues to make in its own 
right as a distinct field of inquiry.  These approaches also make it all too easy to conveniently 
conclude that the sheer breadth of international business research renders the task of 
identifying any definite trends virtually impossible (Aggarwal, Petrovic, Ryans, & Zong, 2008, 
Wright & Ricks, 1994).  They serve to heighten the perceived multi-disciplinary 
fragmentation of the field, and are inconsistent with the compelling calls for greater 
unification, integration, synthesis and a more systems approach to international business 
research (Dunning, 1989, Inkpen & Beamish, 1994, Shenkar, 2004, Sullivan, 1998, Toyne, 
1989, Toyne & Nigh, 1998, Wright & Ricks, 1994).  At best, these approaches provide limited 
assessments of the theoretical and empirical advances in international business, and are 
inadequate in evaluating the degree of interdisciplinarity that is developing (or failing to 
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develop) in the field.  Unfortunately, the research classification system of JIBS itself is 
discipline-based (Inkpen & Beamish, 1994, Wright & Ricks, 1994). 
On the other hand, there have been studies that have attempted to veer away from 
discipline or function-based classification, and have moved towards topic- or theme-based 
classifications (Griffith, Cavusgil, & Xu, 2008, Wright & Ricks, 1994, Wright, 1970).  This 
method seems to be the preferred approach for classifying future directions of international 
business research, with the exception of Wright’s initial theme-based stock-taking effort 
that mapped out international business research efforts from prior to 1960 to 1970 (Wright, 
1970).  Continuing efforts to take stock have persistently gravitated towards function- or 
discipline-based research classification systems, while efforts to map out future research 
trajectories have persistently focused on themes.  While the theme-based approach is 
generally better suited to capturing the interdisciplinarity of international business, the 
dynamism and spatiotemporal nature of international business research (Toyne, 1989) have 
made it difficult to keep the number of topics to a manageable, cognitively economic level.  
The theme-based categories of international business research have increased exponentially 
over time.  In this light, it must be noted that the usefulness of a categorisation system for 
purposes of searching available information and utilising this information for decision-
making decreases dramatically as the number of categories within the system increases 
(Omohundro & Homa, 1981).  For example, Wright’s (1970) original thematic classification 
system that was used to categorise international business research from the post-World 
War II period to around 1970 contained only 5 categories, but his system for classifying 
future research directions that emerged from the Delphi process conducted among 
international business research academics contained 92 topics.  This was further collapsed 
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into 16 categories, which was then narrowed down to 32 topics organised into 6 categories 
after the second round of the Delphi process employed in the study3
                                                     
3 In the updated survey of international business research done 25 years later (Wright and Ricks 1994), the 
authors simply allowed themselves to fall back into using a functional rather than a topical or thematic 
classification system. 
.  In a recent study, 
Griffith et al (2008) classified 10 years of international business research into 10 categories 
defined along department or disciplinary lines, and identified 60 future research themes 
collapsed into 12 categories.  While there is some overlap between the Wright (1970) and 
Griffith et al (2008) categories, there was little attempt to align the classification systems or 
to establish relationships between and among categories.  This would be a critical 
undertaking if greater integration is to be achieved within the body of knowledge (Dillon, 
1984).  What has resulted, therefore, is yet another laundry list of themes, with the scholar 
left to the task of linking one topic with another and struggling to create a coherent 
international business research sphere where smaller research topics fit together to form 
larger thematic units.  Because the topic list shows every indication of expanding and 
changing through time, the lack of coherence among the topics and themes has the effect of 
making the domain of the field nebulous and hazy.  This, in turn, perpetuates the field’s 
crisis of identity, making the task of extending the frontiers less focused and directed.   The 
increasing number of thematic categories in international business research could of course 
be viewed as an indicator of the increasing complexity and dynamism of the field.  New 
topics and areas of research have emerged over time, with extant research classification 
systems proving inadequate in terms of their ability to accommodate the new and 
developing research themes.  Thus, while international business research classification 
systems structured along topical or thematic lines are able to reflect and capture the 
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interdisciplinarity of the domain of inquiry, they have been unable to cope with the 
dynamism of international business.  They have also tended to fall short in terms of their 
cognitive economy, and have exhibited weakness in terms of fostering greater integration 
and synthesis in the field.   
There have certainly been exceptions that have attempted to approach international 
business research as more than just a collection of functional area research studies with an 
international dimension or focus.  These classification approaches have distilled a smaller 
number of research themes with a higher level of abstraction resulting in greater cognitive 
economy (Buckley, 2002, Buckley & Lessard, 2005, 2004, Toyne, 1989, Wright, 1970).  These 
classification systems have been able to firmly anchor themselves in a definition of the 
domain of international business, capture the field’s interdisciplinarity and exhibit the 
properties of cognitive economy.  However, they continue to lack the ability to cope with 
the dynamism and complexity of international business and foster greater integration in the 
field.  A key indicator of the inability of these systems to deal with the dynamism and 
complexity of international business is that very fundamental assumptions on which these 
systems rest have not been able to withstand the test of time.  The earlier taxonomies 
(Buckley, 2002, Toyne, 1989, Wright, 1970) anchor their systems on the assumption that the 
firm is the unit of analysis in international business research.  The same scholars who 
proposed these taxonomies, however, found themselves having to revisit this original 
assumption a few years later.  They proposed instead that the firm is a unit of analysis in 
international business, but not necessarily the only unit of analysis in the field.  International 
business had changed so much in those intervening years, thus effectively rendering the 
original research frameworks obsolete in such a relatively short period of time.  In later 
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works, the scholars suggested shifting the unit of analysis to international exchange 
processes (Toyne, 1989),  business processes (Toyne & Nigh, 1998), or expanding the unit of 
analysis to cover alliances and coalitions (Wright & Ricks, 1994).  This was in 
acknowledgement of the changing nature of international business, the increasing fuzziness 
of the boundaries of international business organisations, and the movement away from 
“…the conventional image of a single, usually monolithic organization straddling a diverse 
set of foreign environments (which was beginning to become) increasingly archaic” (Wright 
& Ricks, 1994) p. 699).  There was also a felt need to acknowledge the inherent complexity, 
interactive and evolutionary nature of international business (Toyne & Nigh, 1998).  This 
was reflected in the multi-level, iterative research frameworks designed to guide scholarly 
efforts in the field (Buckley & Lessard, 2005). 
Indeed, having an integrated international business research framework that defines 
the field and also functions as a taxonomic system capable of embracing the 
interdisciplinarity, dynamism and complexity of international business remains elusive after 
50 years.  This framework would have been able to facilitate a more meaningful and 
productive process of taking stock and of locating the internationalisation-performance 
question in the field.  But since there is no widely acceptable framework as yet, most 
scholars have simply slipped back into classifying and assessing international business 
research against the more conventional functional areas or disciplines.  This conventional 
approach does not do justice to the field, while the more progressive frameworks and 
research taxonomies still fall short of what the unique field of international business 
requires in order to move forward into the future. 
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Themes in International Business Research 
Following the discussion above, the primary challenge at hand is clearly to come up 
with an integrative international business research framework that can accurately and 
constantly capture through time the domain of inquiry of the field.  This will serve not only 
to define the boundaries of its identity but also inform the process of establishing the 
significance of the internationalisation-performance question within international business.  
The framework also needs to embrace the field’s distinctive characteristics of dynamism, 
interdisciplinarity and complexity.  This chapter attempts to take on this challenge by 
drawing on conceptual papers that have proposed integrative approaches to defining the 
scope of international business.  The content of the themes proposed in extant reviews of 
international business research are analysed in accordance with the description and 
characteristics of content analysis described by Kassarjian (1977).   These extant reviews and 
conceptual papers have been published in JIBS between 1970 and 2008.  They have been 
selected for this purpose because JIBS is the primary vehicle for publication of the world’s 
foremost international business association, the Academy of International Business (AIB), 
and is also the top journal in the field (DuBois & Reeb, 2000, Eden, 2008, Morrison & Inkpen, 
1991, Phene & Guisinger, 1998).   
This examination needs to be anchored on a basic assumption about the general 
conceptual domain of international business (Peng, 2004).  For purposes of establishing a 
starting point for analysis, it was assumed that international business is all about profit-
maximising activities (“business”) that cross national boundaries (“international”).  This 
assumption is consistent at the most basic level with extant definitions of international 
business (Peng, 2004, Wilkins, 1997, Wright, 1970).  It also broadens the definition to focus 
on the phenomenon of international business rather than on a specific player in the 
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business process (Toyne, 1989, Toyne & Nigh, 1998).  In line with the need to introduce 
systematisation in the process of content analysis (Kassarjian, 1977), the themes in extant 
reviews of international business research were analysed according to factors drawn from 
conceptual papers proposing broader and more integrative approaches to international 
business research.  These factors are: 
• the level of analysis of the inquiry (Buckley & Lessard, 2005, Toyne & Nigh, 
1998);  
• the characteristics of the business activity or international exchange 
(Toyne, 1989);  
• the players or social actors involved in the business activity or exchange 
process  (Toyne, 1989, Toyne & Nigh, 1998); and  
• the variables under examination (independent variable/s and dependent 
variable/s).  Identifying the variables will aid in shedding light on the 
various factors that have been seen to influence business activity (Toyne, 
1989) and the issues that have been of interest in the search for sources of 
international competitive advantage in the business activity or exchange 
process (Peng, 2004).   
Along with the research questions for each study, these factors were manually coded and 
analysed to extract broad research themes.  There was particular attention to the topic of 
the research question, and whether the aspects under examination were internal or 
external to the firm.  Finally, the “position” of the international firm in the research 
framework was determined:  that is, whether the firm or the firm-specific factors under 
study were designated as dependent or independent variables in the framework. 
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As a result of the content analysis systematically conducted according to these 
factors, four emergent international business research “meta-themes” were identified.  
These meta-themes are proposed as the main taxa in a hierarchical international business 
research taxonomic system (Chrisman, Hofer, & Boulton, 1988).  These represent the 
highest level of abstraction to which more specific research themes and questions may be 
classified.  These taxa are expressed as broad questions that capture the major issues of 
concern in international business and hence draw attention away from the various 
individual disciplines and functional areas that inform approaches to addressing the 
questions.  This results in a more interdisciplinary frame for international business research.  
The meta-themes likewise focus on the phenomenon of international business (Toyne & 
Nigh, 1998), and not on any one of the players involved.  Thus, this acknowledges that 
international business research may span several levels of analysis from the individual 
(representing the smallest unit of analysis) to the global environment (representing the 
broadest level of analysis) (Buckley & Lessard, 2005, Toyne & Nigh, 1998).  Finally, the meta-
themes capture a sense of movement, or a logical sequence of inquiry across the themes.  
This sequence of inquiry effectively captures the underlying structure of the body of 
knowledge of international business.  Bringing this underlying structure to light is important, 
because structure and organisation should be critical features of any distinct body of 
knowledge (Dillon, 1984).  The four meta-themes distilled from extant international 
business research reviews are: 
 
Research Theme 1:  What is the unique nature of international business? 
Research Theme 2:  How does business internationalise? 
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Research Theme 3:  What is the nature of the interaction among the various actors 
and players in international business? 
Research Theme 4:  What is the impact of internationalisation on business 
performance? 
 
Research Theme 1:  What is the unique nature of international business?  One of 
the most common themes that has run through the past 50 years of international business 
research acknowledges the uniqueness of the international dimension of business that 
clearly distinguishes it from domestic business.  There has been a consistent fascination for 
understanding the distinct characteristics of international business, traditionally focused on 
getting to the soul of the main actor:  the international firm.  The process of inquiry into the 
internationalisation of business includes grappling with existential questions about the main 
initiator of the phenomenon:  what is it, why does it exist?  Research in the field for the past 
50 years has always assumed that internationalisation is not for all players involved in the 
conduct of business.  Not all domestic firms, for example, can or want to internationalise, 
because the internationalisation process calls for a different set of capabilities that not all 
firms may possess.  Hence, the firm that does internationalise is branded as “special”, 
equipped with a unique basket of knowledge, resources, advantages, and others, in the 
tradition of the resource-based views exemplified by the work of Hymer (1976) and Dunning 
(1980).  Other examples of studies are those that explore how a firm acquires knowledge 
and disseminates this knowledge throughout the organisation so that this ownership 
advantage extends throughout the international firm and its subsidiaries.   
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While the traditional focus of international business research has been on the firm 
(which continues to be the dominant form of international business studied), much of the 
research in past decades has also gone into other levels and forms of business 
internationalisation such as alliances, coalitions, groups, and networks.  In these cases, the 
international or internationalising entity may not necessarily be an individual firm but a 
completely different form of tightly- or loosely-coupled international organisation.  This is 
created by two or more business firms (and in some cases, business firms and government 
or non-government organisations) glued together by contractual obligations.  These 
contracts reflect a unique set of underlying interests that are different in nature compared 
to the interests and contractual obligations contained within the conventional business firm.  
International business research through the years certainly seems to have indeed 
acknowledged that other forms of international business exist outside the monolithic 
multinational enterprise (Wright & Ricks, 1994).  Other efforts have also been made on the 
individual as a unit of analysis.  Studies that analyse international manager profiles, 
backgrounds, experience, and international orientation as determinants of international 
strategic decision-making belong to this category.  In these studies, the international 
manager is recognised as a key agent and resource, representing a source of competitive 
advantage in the internationalisation effort.  Other studies approach this research theme at 
the broader level of the industry, nation or region, exploring the nature of industrial or 
regional cooperation.  Studies here include those examining the sources of international 
competitive advantages of businesses aggregated at the national level, such as Porter’s 
(1990) influential work.  Further, international business is also acknowledged to be 
operating within a unique set of circumstances, both internal and external to the players 
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involved.  These unique circumstances give rise to a specific set of motivations for 
internationalisation captured by the internalisation theories of international business 
(Buckley & Casson, 1976, Hennart, 1982).  Hence, international business research sub-
themes that fall in this category may tackle questions about the determinants of and 
requisites to internationalisation, such as determinants of foreign direct investment and 
divestment decisions, location choices and others.  This is in addition to those that explore 
the nature of the various forms of international business in terms of what distinguishes 
these international forms from domestic forms of business.  Other studies under the 
umbrella of this research theme explore where and how the various forms of international 
business acquire knowledge, capabilities and international advantages, and what the 
motivations and distinct elements of internationalisation are.  A defining characteristic of 
these studies is that they mainly attempt to take a snapshot of the various forms of 
international business, and explore broadly or deeply the unique nature of the existence of 
these forms.   
Research Theme 2:  How does business internationalise?  Having defined the nature 
of international business and its various forms, the next major research theme centres 
primarily on the dynamic process of business internationalisation.  These research studies 
attempt to capture international business in action as it crosses the boundaries of home 
countries.  These studies focus on where and how this process is undertaken and managed, 
rather than on a snapshot of the form and nature of the international business 
phenomenon itself.  This is a key theme that uniquely defines the field because it is the 
ability of international business players to harness knowledge, capabilities, and advantages 
to successfully capture opportunities across borders that sets them apart from domestic 
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business players.  Studies here examine how players assess the opportunities and barriers in 
the international environment, identify which opportunities to target, and then employ 
advantages or a specific combination of advantages to formulate an expansion strategy.  
This expansion strategy specifies the targeted international location/s and includes 
elements such as timing, entry or investment mode, speed, expansion paths and patterns, 
partner choice, competition dynamics, and governance structures among others.  The ability 
of international business players to dynamically shift strategies is also analysed by studies 
under this research theme.  Further, the various elements of these strategies to overcome 
barriers to internationalisation are examined, and the resulting patterns of 
internationalisation mapped out.   
As with the first research theme, these processes and patterns of 
internationalisation may be studied at various levels.  At the level of the firm, there are 
studies that analyse internationalisation strategies, upstream and downstream 
internationalisation patterns in terms of location choice, investment/ divestment choices, 
and magnitude and speed of international expansion.  Similar studies have been conducted 
but with a focus on the internationalisation behaviour of joint ventures, alliances, networks, 
groups, and industries.  On national and global levels of analysis, patterns of foreign direct 
investment flows, export and trade are studied to determine aggregate international 
business behaviour.  Finally, studies under this research theme also include those that 
examine semi- globalisation and those that tackle the regionalisation-globalisation debate.  
These studies examine the extent to which business desires or is able to internationalise, 
given external opportunities and barriers on the one hand and internal advantages, 
capabilities and limitations on the other. 
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Research Theme 3:  What is the nature of the interaction among the various actors 
and players in international business?  The 1970 definition of the scope of international 
business research (Wright, 1970) is most explicit about exploring the “interrelationships” in 
international business, particularly those between the international firm and other players 
in its international environments.  This implies dynamic relationships among the 
stakeholders in international business, and also specifies the multi-directional nature and 
effects of these interrelationships.  This third research theme is key in terms of situating 
international business right within the context of the international environments in which it 
operates.  This theme highlights the degree of complexity and heterogeneity that the 
domestic business does not face.  For purposes of clarifying the nature of these 
interrelationships, it is useful to create sub-classifications under this theme that 
differentiate between studies where international business is the object of the external 
influence (i.e., the international business as the dependent variable), and studies where 
international business functions as the influencing force on the external environment (i.e., 
international business as the independent variable). 
Research Theme 3A:  How do various external environments and stakeholders 
interact with and affect international business?  This meta theme encompasses research 
dedicated to exploring the various functional aspects of international business (e.g., 
marketing, finance, human resource management, operations management, etc.).  These 
studies examine how these different functions must be approached differently within the 
context of a business that operates in two or more international environments with vastly 
different characteristics (e.g. culture, political and regulatory system, level of economic 
development, etc.).  Studies here explore how the international environment shapes the 
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way that the international business goes about its operations and specific activities.  
Theoretical anchors and influences of research efforts that fall under this theme include 
institutions theory (North, 1991) and similar works.  This meta theme likewise captures two 
of the three international business research “schools” articulated by Toyne (1989), which 
are:  (1) studies of the managerial and functional adjustments that are necessary when 
doing business outside domestic boundaries; and (2) studies of environmental forces that 
influence business practices4
                                                     
4 Toyne’s (1989) third school of thought refers to studies of the behaviour of groups of firms and the 
conditions, criteria, and rules that influence this behaviour.  This research area would be appropriately 
classified under Research Theme 1 (What is the unique nature of international business?), and would 
specifically pertain to research that adopts groups of firms (rather than individual firms) as a level of analysis. 
.  Research efforts that may be categorised under this sub-
theme examine the characteristics of the foreign environment/s within which the 
international business needs to function.  Studies under this research theme also investigate 
how the business adapts each of its functional areas to survive operating in the foreign 
environment/s.  In effect, international business in this sub-theme is the dependent 
variable, and the international (or foreign) environments may be analysed at the city, 
country, regional, or global level.  Examples of such studies are those on investment 
environments, country economic institutions, regional economic environments, foreign 
exchange environments, national cultures, host country government policies, corruption, 
and others.  Also included here are country-specific or region-specific studies, and how 
these country or regional environments ultimately affect international business.  This is 
where research into how specific management functions are affected by the foreign 
environments within which the business operates may be classified.  However, studies here 
have not necessarily been limited to the impact of the environment on the various 
international business functions.  Studies here have also included the impact of institutional 
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environments on other variables such as international business negotiating power as 
exemplified, for example, by Vernon’s (1971) early work on the obsolescing bargain.  This 
theme also encompasses studies that explore the impact of industries and industry 
structures on international business. 
Research Theme 3B:  How does international business interact with and affect the 
various external environments and stakeholders?  While Research Theme 3A above 
acknowledges that adjustments need to be made by business in order to succeed in 
international environments, this sub-theme recognises that international business can exert 
some degree of influence on its environments.  This influence may, in some cases, be a 
prime mover for change (deliberately or otherwise) in the environments within which the 
international business operates.  As opposed to the preceding sub-theme, this establishes 
the international business as the independent variable.  Early studies under this sub-theme 
include the impact of the large monolithic multinational enterprise on the national 
sovereignty of the host countries.  Studies that explore the impact of international business 
on national economies and on the global economy are appropriately classified under this 
sub-theme.  Other studies here examine the impact of specific international business 
functional activities (e.g. marketing and advertising, offshoring and outsourcing, etc.) on 
international markets and host countries.  On a different level of analysis, studies that 
explore the role of international business in globalisation or the role of international 
business in the increasing integration of national economies into the global economy are 
also classified under this sub-theme. 
Research Theme 4:  What is the impact of internationalisation on business 
performance?  It is interesting to note that the belief (or hope) that the internationalisation 
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effort must be good for business has remained largely implicit in both theory and practice 
(Glaum & Oesterle, 2007).  While the issue on the determinants of international business 
success or failure may have remained largely implicit in the literature, Peng (2004) argues 
that the ultimate impact of internationalisation efforts on performance is central to most, if 
not all, international business research.  The question on what ultimately determines 
performance thus defines the scope of the field of international business and unites most of 
its scholars.  Building on Peng’s argument, this final research theme makes explicit that 
understanding the impact of the internationalisation effort on international business 
performance should rightfully be identified as a major research agenda in the field.  This 
critical question seamlessly functions as a capstone to the other research themes described 
in the preceding sections.  As with the other themes, this question may be approached at 
various levels of analysis:  at the individual level, studies include the impact of individual or 
managerial international experience on international business performance.  At the firm 
level, research efforts that specifically focus on the impact of firm internationalisation (and 
the degrees of firm internationalisation) on performance indicators such as sales levels, 
profitability, risk exposure, or market value fall under this meta theme.  Studies that 
approach this research theme at much broader levels of analysis may tackle the impact of 
regional or global economic integration on international business performance or 
international business risk exposure.  Because the dependent variable in this research 
theme is international business, this final key theme firmly brings the international business 
research framework full circle back to the main protagonist in the internationalisation 
journey:  the business.   
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It is proposed that these four emergent meta-themes comprise the basic building 
blocks of an international business research framework that captures the identity of the 
field of international business.  This framework can thus be used to evaluate past research 
accomplishments as well as map out future research directions.  Within the context of this 
thesis, the framework clearly locates the internationalisation-performance question within 
the domain of international business.  In fact, the framework highlights this theme as a key 
question in international business and draws attention to the role it plays in stimulating 
movement in the sequence of inquiry in the field.   
It is recognised that the key themes may not necessarily encompass all of the 
invaluable research that has been done in the field.  Among the four major themes, for 
example, there is no theme that can be used as a classification for research focused 
specifically on international business research methodologies or international business 
education.  This special research cluster needs to be created separately from the main 
framework.  Research output in this area may be viewed as enablers to support research 
efforts in the major themes.  This cluster may also serve as a specialised area that explores 
the implications of the research output of the major themes on executive, managerial, or 
higher education pedagogy.   
In certain instances, it may certainly be a difficult task to very neatly classify a 
particular research effort into one specific theme.  There will perhaps always be some 
research that will lie in the grey areas found between themes, destined to end up classified 
under the catchall classification of “Miscellaneous”.  Nonetheless, it is argued that the 
themes best capture the spirit and identity of the field of international business and that 
they best categorise the relevant international business research agenda.  A key 
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contribution of bringing these research themes to light is that it takes the field of 
international business closer to achieving integration and synthesis.  Specifically within the 
context of this thesis, it highlights the key role of the internationalisation-performance 
question in bringing the field closer to integration.   
Building on the proposition that a body of knowledge is not an unrelated assortment 
of pieces of information, but an integrated system with an underlying structure and logic 
(Dillon, 1984, Fales, 1943-1944), the various themes in the framework are not independent 
of each other, but in fact link naturally to each other in what Aristotle describes as a 
“sequence of inquiry, a movement from one question to another” (Dillon, 1984), p. 328).  
This sequence of inquiry ( Figure 2.1) essentially represents the spatiotemporal journey of 
international business as it gets formed (Research Theme 1) and goes through the process 
of leaving the familiarity of the home country (Research Theme 2) to grapple with foreign 
international institutions as it attempts to achieve business objectives (Research Theme 3A).  
As business interacts with its international environments, it finds itself making an impact on 
this landscape (Research Theme 3B), and eventually evaluates whether it is better or worse 
off as a result of the actions and decisions made in the internationalisation journey 
(Research Theme 4).  This last theme effectively brings the movement of inquiry back full 
circle to the business.  In so doing, it provides an opportunity to explore new forms of 
international business (Research Theme 1) and modes of internationalisation (Research 
Theme 2) based on was learned through the journey.  This movement through the different 
research themes in the framework captures how each theme builds on the output of the 
previous theme.  Thus, this can be viewed as a natural feedback mechanism that allows the 
field to achieve a dynamic kind of integration within an international business research 
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system.  The frontiers of the body of knowledge are made much clearer in this framework, 
and the built-in feedback loop nurtures a virtuous, iterative research cycle (Buckley & 
Lessard, 2005).  This then fosters the continued creation of new knowledge and constantly 
challenges the frontiers of the field because as new research findings emerge in any of the 
themes, these serve as the input and impetus to find implications and application in other 
themes.   
 
Figure 2.1  Themes of International Business Research  
 
 
These key research themes can then be brought together into a three-dimensional 
integrative framework (Figure 2.2) that captures the interdisciplinary and multi-level nature 
of international business research.  This framework reflects the fact that international 
business research draws upon multiple disciplines as it explores the various key research 
themes at different levels of analysis.  It is able to foster greater interdisciplinarity in the 
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field by orienting the main research taxa towards international business.  It shifts focus 
away from the individual actors, disciplines or functional areas that the field may draw upon 
in exploring questions pertaining to each of the research themes.  It also allows scholars to 
approach international business in a multidimensional way (Wright & Ricks, 1994), and 
conduct multi-level (Buckley & Ghauri, 2004), integrative research (Shenkar, 2004, Sullivan, 
1998, Toyne & Nigh, 1998).  As a hierarchical taxonomic system (Chrisman, Hofer, & 
Boulton, 1988), the framework’s meta questions are sufficiently abstract as to 
accommodate more specific research questions under its umbrella.  It is also sufficiently 
broad as to cope with the dynamic speed at which specific research topics or issues may 
evolve through time.  The research themes in the framework still remain relevant even if, in 
the future, other forms of international business emerge (Buckley & Lessard, 2005, Buckley 
& Ghauri, 2004).  The themes will likewise remain relevant even if different institutions get 
created at the more macro levels (regional or supranational, for instance); or if certain 
factors that affect the rate and direction of internationalisation change significantly 
(technology, for example). 
This framework effectively focuses scholars on the broad international business field 
as a distinct and unique domain of inquiry.  It aids in defining the domain and frontiers of 
knowledge in this research area, thus enabling scholars to locate the relevance of their own 
research within the context of the big picture.  It fosters greater integration and synthesis, 
encourages interdisciplinary and multi-level research, and builds in a natural feedback 
mechanism that constantly infuses creative energy into the field. 
As discussed above, this framework highlights the importance of the 
internationalisation-performance question as a key research pillar or theme in the field.  
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Based on the sequence of inquiry captured in the framework, this research pillar serves to 
directly test theories of firm internationalisation and empirically explore the impact of the 
process of interacting with foreign environments on firm performance.  The framework also 
highlights the role of the internationalisation-performance research pillar in spurring or 
stimulating the sequence of inquiry in the framework.  Thus, advancements in 
internationalisation-performance research (to which this thesis aims to contribute) can very 
well contribute to extending the frontiers of the body of knowledge of the international 
business field itself. 
 
Figure 2.2  An Integrative International Business Research Framework 
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stock is to employ the framework to assess international business research output in the 
past 50 years.  This section of the chapter asks:  after 50 years of research, what does the 
international business research footprint look like?  Which particular research theme has 
received attention from international business scholars through the years?  In particular, 
how much interest has the question on internationalisation and performance received in 
the past 50 years?  To answer these questions, the research questions and hypotheses of 
1,689 research studies published in JIBS between 1970 and 2008 were analysed and 
subsequently classified into one of the four research themes in the framework.  Table 2.1 
presents the number of JIBS studies analysed per year. 
 
Table 2.1  JIBS Studies, 1970 to 2008 
Year Number of Studies 
Pre-1970* 413 
1970 13 
1971 11 
1972 10 
1973 17 
1974 18 
1975 16 
1976 16 
1977 20 
1978 33 
1979 26 
1980 29 
1981 28 
1982 29 
1983 34 
1984 41 
1985 30 
1986 31 
1987 20 
1988 24 
1989 27 
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Year Number of Studies 
1990 31 
1991 34 
1992 32 
1993 36 
1994 32 
1995 39 
1996 43 
1997 31 
1998 40 
1999 41 
2000 41 
2001 47 
2002 44 
2003 40 
2004 33 
2005 40 
2006 52 
2007 69 
2008 78 
TOTAL 1,689 
*  identified in reviews of international business research 
published in early JIBS issues 
 
The classification effort used the guidelines and descriptions for each of the themes 
discussed in the previous section.  Further to the discussion earlier, a special category for 
studies specifically dedicated to International Business Education and Research (IB E&R) was 
created because a significant group of studies in this area has emerged in the past 50 years.  
The creation of this special category recognises the unique nature of international business 
research, and acknowledges the calls for the development and utilisation of a unique set of 
international business research tools, concepts and paradigms (Sullivan & Daniels, 2008, 
Wright & Ricks, 1994).  It also acknowledges that meeting the challenges of international 
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business education was one of the foremost articulated objectives of the AIB at its inception 
in 19585
 The mapping effort presents interesting results, summarised in Figure 2.3 below.  In 
the 50 years of international business research, the field has made a major mark in efforts 
to understand the dynamic interaction between the international business and its various 
environments and stakeholders (Research Theme 3 in the framework).  An absolute majority 
of all international business research (54%) in the past 50 years falls under this research 
theme, indicating that this area has been the major focus of research intensity in the field.  
When the studies in this theme are further broken down into the two sub-themes, however, 
the data shows an overwhelming focus on Research Theme 3A (50%) which explores the 
impact of the environment on the international business.  These studies have also explored 
the functional and operational adjustments that the international business makes in 
response to these environmental pressures.  Only 4% of all research studies published in 
JIBS since 1970 have been about how the international business makes an impact on its 
environment and stakeholders (Research Theme 3B).  This proportion represents the 
smallest and hence the most under-researched area in the field for the past 50 years.  The 
efforts to understand the dynamics between the international business and its 
environment, therefore, is an interesting case of extremes.  On one extreme, it has made 
significant contributions towards understanding the impact of the environment on 
international business.  On the other extreme, however, its contributions have remained 
quite scant in terms of understanding the impact of the international business on its 
external environments. 
 (Fayerweather, 1974), and has remained a major concern through the years. 
                                                     
5 In fact, the immediate predecessor of the AIB was named the Association for Education in International 
Business (AEIB). 
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The subject matters tackled in the remaining studies are distributed across the three 
other international business research themes and the special classification devoted to 
international business education and research (IB E&R).  Among the three other major 
research areas, Research Theme 2, which deals mainly with the internationalisation process, 
its determinants and patterns, has captured the bulk of the remaining research papers with 
a share of 18%.  Research Theme 4 (exploring the performance impact of 
internationalisation on international business) represents 10% of all research papers 
published in JIBS.  Only 8% of research in the past 50 years explores the nature and forms of 
international business (Research Theme 1), while research devoted to the special category 
on international business education and research (IB E&R) represents 10% of research 
efforts so far. 
A longitudinal analysis of the distribution of international business research across 
the research themes presents an even more interesting picture (summarised in Table 2.2).  
While there was a dearth of international business research prior to 1960 (Wright 1970), 
there was a virtual explosion of research in the field in the 1960s.  A significant proportion of 
this initial growth spurt (73%) was focused on Research Theme 3A (the impact of the 
international environment and its aspects on the international business and its operations/ 
functions).  The next most popular research theme represented a far second (19%) in terms 
of the share of total international business research in this period:  this was Research Theme 
2, which tackled internationalisation processes and patterns.   These proportions reflect the 
research interests in the field prior to 1960, which also largely focused on Research Theme 
3A (with a pre-1960 share of 81%) and Research Theme 2 (with a pre-1960 share of 19%).   
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Figure 2.3  The International Business Research Footprint, Pre-1960 to 2008  
 
Legend:  
RT 1 Research Theme 1:  What is the unique nature of international business? 
RT 2 Research Theme 2:  How does business internationalise? 
RT 3 Research Theme 3:  What is the nature of the interaction among the various actors and players in 
international business? 
RT 3A Research Theme 3A:  How do various external environments and stakeholders interact with and affect 
international business? 
RT 3B Research Theme 3B:  How does international business interact with and affect the various external 
environments and stakeholders? 
RT 4 Research Theme 4:  What is the impact of internationalisation on business performance?  
IB E& R International Business Education and Research 
 
 
Notably, the 1960s witnessed the advent of two new research areas:  Research 
Theme 3B (the impact of international business on the external environment) and 
international business education and research (IB E&R).  The 1970s then saw the emergence 
of two more research areas that had erstwhile remained unexplored:  Research Theme 1 
(the unique nature of international business) and Research Theme 4 (the impact of 
internationalisation on business performance).  Thus, it took practically two decades after 
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the formal establishment of the field of international business for the full scope and domain 
of the field to take a distinct shape and form.  The second and third decades (1970s-1980s) 
of the field thus produced a significant increase in research in the “new” areas that emerged 
in the first and second decades:  Research Themes 1, 4 and IB E&R.  The fourth (1990s) and 
fifth (2000s) decades, on the other hand, experienced a resurgence in one of the “original” 
research foci of the field, Research Theme 2, while maintaining a relatively steady interest in 
Research Theme 4. 
The most dominant research area, Research Theme 3A, which represents the first 
major area of interest in the field, has consistently received the most attention from 
scholars since the pre-1960 period.  However, the share of research in this area has 
decreased over time as international business research from the 1970s became broader, 
encompassing all four research themes.  While the proportion of studies devoted to 
Research Theme 3A exhibited a significant decline in the 1970s and 1980s, it still remains 
the dominant research area in international business, with its total share of international 
business research stabilising at around 40% over the past three decades.  Research Theme 2 
(which was also one of the first areas of interest to emerge in the field) experienced some 
resurgence in interest over the last two decades after a slight decline in the 1970s and 
1980s.  Interest in Research Theme 1 and IB E&R has decreased quite markedly in the last 
two decades after experiencing a peak in the 1970s and 1980s, while efforts in Research 
Theme 3B seem to have remained low and fairly stable over the past 50 years.  Finally, the 
area that has grown significantly in the 1990s and 2000s is Research Theme 4.  This is the 
focus of this thesis and the area to which the thesis aims to contribute.   
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Table 2.2  International Business Research Distribution through Time, Pre-1960 to 2008 
 
Legend:  
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Discussion and Implications 
The results of the analysis in this chapter point to important implications on the 
usefulness of the research themes as the key building blocks in an integrative international 
business research framework.  This integrative framework captures the identity of the field 
and can also anchor major international business research in the past, present and future.  
This chapter discusses these implications along with insights provided both on the 
evolutionary path of international business research over the past 50 years.  It further 
explores how research in the field may unfold in the coming years, and the critical role of 
the internationalisation-performance question in advancing knowledge in the field. 
The results of the analysis of 50 years of research published in JIBS clearly validates 
the key international business research themes distilled from extant reviews of research in 
the field and conceptual papers on the field’s domain.  International business research 
conducted over the past 50 years can be classified into the major themes, thus confirming 
that research interest in the field does indeed tend to cluster around the identified meta 
Pre-1960 1960-c.1969 1970 - 1979 1980 - 1989 1990 - 1999 2000 - 2008 Total
RT 1 0% 0% 8% 16% 10% 8% 8%
RT 2 19% 19% 14% 11% 23% 20% 18%
RT 3A 81% 73% 51% 42% 41% 39% 49%
RT 3B 0% 4% 7% 3% 3% 5% 4%
RT 4 0% 0% 4% 9% 16% 18% 10%
IB E&R 0% 5% 16% 18% 8% 9% 10%
100% 100% 100% 100% 100% 100% 100%
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themes.  Further drawing the four themes together into a framework (Figure 2.2) that 
reflects the multi-level and cross-disciplinary nature of international business research 
brings the field much closer to achieving the level of synthesis and integration that has 
eluded scholars in past years.  The framework reinforces the identity of the field of 
international business as a distinct domain of inquiry or body of knowledge by bringing to 
light the key questions that it asks and the logical sequence of inquiry among these 
questions.  Because the framework is anchored on broad meta themes, it is well positioned 
to embrace the inherent dynamism of the field and remain relevant even as new areas of 
research interest may emerge over time.  Finally, it is argued that the framework captures 
the nature and character of international business research.  The meta themes are distinct 
major research areas under the international business research umbrella, but do not remain 
independent of each other.  Developments, advances, and contributions in each research 
theme occur in parallel but also stimulate research related to the other themes, other levels 
of analysis, and other disciplinary perspectives in the framework.  The natural movement of 
inquiry across the major themes further propels the field forward, constantly testing and 
stretching its boundaries. 
It is important at this point to examine the international business research pattern 
that has emerged over the past 50 years to shed light on how the identity of the field has 
developed through time and determine how developments in one particular research 
theme have spurred research in other themes.  This section examines this pattern against 
the backdrop of MNE growth and dominant themes in management thought within the 50-
year time frame.  Doing so will help explain the emergent pattern of international business 
research and further validate the usefulness of the framework as an effective integrative 
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and taxonomic system that defines and stimulates research in the field.  It will also aid in 
gaining insight on prospective research directions in the field based on the exhibited 
interrelationships among the major research themes.  Finally, it will help bring to light the 
role of the internationalisation-performance question in terms of shaping future research 
directions in the field. 
The current field of international business research was born soon after the first 
post-war growth spurt of multinational corporations in the late 1940’s-early 1950’s (Buckley 
& Casson, 1976).  This initial surge was led mainly by U.S. multinationals which accounted 
for around 67% of world foreign direct investment at that time.  The surge was 
characterised largely by market-seeking expansion behaviour directed at developed 
countries and resource-seeking expansion behaviour directed at developing countries 
(Dunning & Lundan, 2008).  Internationalisation in the immediate post-war period was 
driven mainly by a multidomestic strategy, where overseas subsidiaries were basically set up 
as smaller versions of corporate headquarters (Dunning & Lundan, 2008).  It is not 
surprising, therefore, that the field of international business research originated in the 
United States.  It is also unsurprising that early research was predominantly focused on 
understanding how business normally undertaken by corporate headquarters needed to be 
done differently by subsidiaries located in countries with different business environments 
(Research Theme 3A).  The predominant focus on Research Theme 3A in the early years of 
international business research was also undoubtedly fuelled by the prevailing themes in 
the management literature in that period, which mainly revolved around contingency 
theory (Duncan & Ginter, 1993).  The management literature in the immediate post-war 
period was increasingly dominated by the human relations/ behavioural science school of 
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management, which was a movement away from a purely scientific management and 
administrative organisation focus that characterised the literature first half of the 20th 
century (Duncan & Ginter, 1993).  The field of management eventually found itself amongst 
a “jungle” of management theories in the 1950’s (Wren, 1994), and this paved the way for 
some form of theoretical unification under the umbrella of contingency theory.  In a sense, 
the dominance of contingency theory in the 1960s provided fertile ground for the initial 
development of international business thought in Research Theme 3A.  This is because this 
theme embodies the philosophy that there is no one best way of doing business, but that 
business practices must be modified to suit circumstances in host countries. 
The interest in Research Theme 2 (how business internationalises) in the 1960s and 
1970s -- particularly focused on firm internationalisation -- was a natural complement to 
Research Theme 3A in these early years of international business research.  Given the 
tremendous growth exhibited by MNEs, an economic player whose future was initially 
predicted to be quite bleak (Vernon, 1948), much effort was put into trying to understand 
this remarkable internationalisation phenomenon.  The increased interest in Research 
Theme 2 also logically coincided with the increasing influence of strategic management in 
the late 1960’s-1970s led by Drucker and Chandler (Duncan & Ginter, 1993, Wren, 1994).  
This also coincided with the growing participation of European MNEs in foreign direct 
investment activities (Dunning & Lundan, 2008).  The increased participation of European 
MNEs led to the even greater participation of European scholars in international business 
and to the increased interest in comparative studies.   
Fuelled by strong research output in Research Themes 3A and 2, the field of 
international business entered a period of high theory in 1970s and 1980s with the 
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emergence of groundbreaking efforts in Research Theme 1 (the nature of international 
business).  This theme initially tackled existential questions mainly regarding the nature of 
the MNE:  what made the multinational enterprise different from domestic companies?  
From whence did it draw its ability to cross national boundaries?   This period gave rise to 
the most established international business theories to date, including internalisation theory 
(Buckley & Casson, 1976, Hennart, 1982, Rugman, 1981) and the eclectic paradigm 
(Dunning, 1980) that built on influential work from the previous decade (see for example 
(Hymer, 1976).  These theories focused on firm advantages and internal markets and thus 
logically coincided with the dominance of organisation theory and systems theory in the 
management literature within that period (Wren, 1994).  It is also important to note that 
this period was also supported by a parallel spike in interest in international business 
education and research (IB E&R).  This was in acknowledgement of the fact that 
international managers needed to be educated differently given that they would be 
managing within very different contexts compared to the domestic manager.  The growth of 
research efforts in IB E&R seems to generally mirror developments in Research Theme 1.  
This is most probably because with the development of new theory, there emerged a 
parallel need to propose new research methodologies and approaches to allow the testing 
of emergent theory, along with a strong emphasis on incorporating theory into education 
and ultimately management practice. 
It was perhaps this period of high theory that saw the beginnings of the unique 
identity of international business take shape as the field forged ahead with the development 
of its own set of theories, research methods and approaches.  As the field began to gain 
deeper and broader insight into the remarkable internationalisation phenomenon (Research 
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Theme 2) that was at that time led by the large, monolithic multinational enterprise, there 
was also much insight generated on the internal adaptations made by these large 
international businesses to survive in the international environment (Research Theme 3A).  
Thus, the sequence of inquiry (Dillon, 1984) also began to naturally move forward to the 
next logical question:  if the international environment profoundly affects the international 
business, then surely the economic giant that was the multinational enterprise would have 
some sort of impact on national economies.  Hence, some attention turned to Research 
Theme 3B in the first decade of international business followed by a spike in interest during 
the period of high theory (particularly in the 1970s).  The 1980s witnessed a further increase 
in the complexity of the international business environment with the proliferation of 
Japanese multinationals.  This decade was also characterised by a significant increase in 
investment directed towards developing countries and newly-industrialised countries 
(particularly in Asia), and a further decline in the share of U.S.-led foreign direct investment 
activity (Dunning & Lundan, 2008).  Hence, this decade saw the proliferation of international 
business research related specifically to Japan, Japanese MNEs, Japanese business and 
management practices, and to developing countries.  There was also much interest in 
international business innovation, and this coincided with the dominance of innovation 
themes in the management literature in the 1980s to 1990s (Wren, 1994). 
The 1990s ushered in significant changes in the form of international business, with a 
shift towards joint ventures, mergers and acquisitions (Dunning & Lundan, 2008).  This 
decade also saw a resurgence in European international business activity, particularly 
directed towards the developing countries in Europe (Dunning & Lundan, 2008).  This would 
explain the renewed interest in Research Theme 2 (internationalisation of business) as new 
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methods of internationalisation emerged.  This was accompanied by a strong spike in 
interest in Research Theme 4 (impact of internationalisation on business) as the period 
witnessed the failure of many joint ventures and mergers.  Efforts in Research Theme 4 also 
increased in the 1990s and continued into the 2000s, as scholars in this area tested the 
theories produced by Research Theme 1 while drawing on the empirical output of Research 
Themes 2 and 3.  It is not surprising that major theoretical advancements in Research 
Theme 4 have just emerged fairly recently (Contractor, Kundu, & Hsu, 2003, Lu & Beamish, 
2004), for example) because advancements in this theme have been enriched and 
stimulated by research outputs in the other themes.  The decade of the 1990s also saw the 
emergence of new theories and research related to knowledge flows and networks, 
exploring how different firms are able to find synergy by working together and taking 
advantage of each other’s resources and advantages.  This is a logical area of research given 
that mergers, acquisitions and joint ventures were a popular form of international business 
in this period. 
The mid- to late-1990s saw the increasing participation of MNEs from developing 
countries (Dunning & Lundan, 2008), following the boom (and subsequent crash) of many 
Asian economies in the previous years.  The global economy also experienced major shocks 
in this period, particularly the Asian Financial Crisis in the 1990s and the dotcom bust early 
in the new millennium (Kindleberger & Aliber, 2009).  In all probability, these shocks 
contributed to the significant 38% decline in foreign direct investment in 2001/2002 
(Dunning & Lundan, 2008), and contributed to the further increase in interest in Research 
Theme 4 (impact of internationalisation on business).  The management literature, on the 
other hand, had strong ethics and corporate social responsibility themes in the 1990s – 
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2000s (Wren, 1994), thus prompting some renewed interest in Research Theme 3B (impact 
of international business on external environments). 
Given the patterns that have emerged in the international business research 
footprint thus far, what directions might international business research be expected to 
take in the coming years?  Building on the earlier argument that Research Theme 4 
effectively brings the sequence of inquiry back to the business, the strong and steady 
growth of research in this theme in the past two decades should be expected to spur more 
research in Research Theme 1.  While efforts in Research Theme 1 have declined in the 
1990s and 2000s, the output generated by Research Theme 4 over the past 40 years can be 
expected to be the main driver of a strong resurgence in this area.  The expected growth of 
efforts in Research Theme 1 will further be driven by the emergence of alternative forms of 
international business (joint ventures, networks, groups) in the 2000s (Dunning & Lundan, 
2008) and research output on internationalisation processes (Research Theme 2) in the past 
few decades.  Given these drivers, the field of international business appears to be primed 
for a second era of high theory, equivalent perhaps to the level experienced in the 1970s-
1980s.  This forecasted direction is supported by the recent debate on the big question in 
international business (Buckley, 2002, Peng, 2004, Shenkar, 2004), and the continued calls 
for greater integration and innovation in the field.  These calls for greater integration and 
innovation began in the 1990s and further escalated in the 2000s (Buckley & Lessard, 2005, 
Inkpen & Beamish, 1994, Shenkar, 2004, Sullivan & Daniels, 2008, Toyne & Nigh, 1998, 
Wright & Ricks, 1994).    
International business is ripe for a second major wave of theory-building at this stage 
in its history.  Given the tremendous advancements in research in Research Themes 2, 3, 
 Internationalisation and Performance  Page | 82  
Sandra Seno-Alday  2011 
 
 
and particularly 4 in the past decades, the field is well positioned to enter an era of 
theoretical evolution, characterised paradoxically by both an integration of its knowledge 
and an expansion of its original boundaries.  New theoretical advancements in the field may 
be expected to move towards more general theories of international business, designed to 
thread through all the four research themes in the framework.  Thus, the new breed of 
international business theories will not only clarify the nature of international business in a 
much broader sense compared to the established firm-based theories, but will also attempt 
to predict internationalisation patterns, environmental interactions, and extend all these to 
predict the resulting impact on international business performance.  The new international 
business theories are expected to be more predictive as compared to the more descriptive 
theories in the past (Shenkar, 2004), and will embody and embrace the true 
interdisciplinarity, dynamism and complexity of the field.  This will particularly be shaped by 
the degree to which the internationalisation-performance discourse can make strong 
empirical advancements in more rigorously testing internationalisation theories in light of 
the environmental interactions of international business.   
By all indications, it certainly seems that the field of international business is 
standing at the threshold of an exciting decade or two of high theory.  However, it must be 
pointed out that, consistent with historical trends, the expected advancements in 
international business theory (particularly in Research Theme 1) must be supported by 
greater efforts to develop research tools that are more indigenous to international business 
and more appropriate given the complex and unique nature of international business 
research questions to be tackled (IB E&R:  international business education and research).  
Scholars must also rise to the challenge of stimulating progress in IB E&R, as new tools and 
 Internationalisation and Performance  Page | 83  
Sandra Seno-Alday  2011 
 
 
approaches (Sullivan & Daniels, 2008) are required to sustain the new era of theory-building 
and support the extension and testing of these new theories.  In addition, there must also 
be a more conscious effort to cultivate more research in Research Theme 3B (the impact of 
international business on external environments), which has been an extremely under-
researched area in the past 50 years.  A more conscious and concerted effort to make 
greater inroads into research in this area will enrich the understanding of the dynamic 
interactions between the international business and its environment, and will thus serve an 
important role in efforts to generate more comprehensive, dynamic and integrated theories 
of international business.   
In summary, the international business research framework (Figure 2.2) that has 
emerged in the first 50 years of the field is an open framework.  As a practice-oriented field 
(Dunning, 1989), international business naturally linked to and anchored in the concrete 
world of the international business manager through Research Theme 3.  The initial output 
in this theme then kicks off both a strategic and deeper ontological movement of the 
international business inquiry to Research Themes 2 and 1, and a forward extension of 
inquiry to Research Theme 4.  The increased output in Research Theme 4 then drives 
renewed efforts in Research Theme 1, which will in turn trigger a movement of inquiry to 
Research Themes 2, 3, eventually back to 4.  At the same time, the dynamic nature of the 
international business environment will continue to be a prime source of creative energy in 
the field, and will continue to drive efforts in Research Themes 2 and 3.  As the international 
business environment shifts and changes through time, so is research in these two themes 
likely to change in the effort to reflect the changing landscape of the inquiry.  It is important 
to note that while the landscape of the inquiry changes, the core meta-themes that are 
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asked remain the same.  The field of international business, therefore, has two major forces 
that constantly renew the field and infuse creative energy into it:  (1) the natural research 
pressure that is exerted by the continuously shifting international business environment on 
Research Theme 3; and (2) the output from Research Theme 4.  The first force continuously 
triggers research in Research Themes 2 and 4, which then initiates a movement of inquiry to 
Research Theme 1.  The second force, on the other hand, triggers an iterative movement of 
inquiry that ripples through the entire international business research framework.  The 
results of the study in this chapter indicate that the field of international business is now 
ready for a second period of high theory, where the new breed of international business 
theories will be developed, characterised by greater synthesis and dynamism.  However, in 
order for this period of high theory to truly flourish, there must be a more conscious effort 
among scholars in the field to develop research tools, methods and approaches that are 
indigenous to international business. 
 
Conclusions 
The main contribution of this chapter is the distillation of an emergent international 
business research framework that captures the dynamism and complexity of the field of the 
field while fostering greater integration and synthesis.  The framework features four 
research themes expressed as broad questions generated through an analysis of conceptual 
and empirical papers published in JIBS discussing the scope and identity of international 
business, and validates not only the key importance of the internationalisation-performance 
question as a defining research theme but also as a critical driver in the sequence of inquiry 
in the field.  Because the framework’s themes are expressed in terms of the highest level of 
abstraction in international business research questioning, the framework is capable of 
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capturing the essence of major research areas in the field while remaining general enough 
as to be “evergreen” and thus able to straddle several research epochs.  As a framework 
anchored on four meta research questions, it is able to focus attention on the research 
concerns of international business itself rather than on individual functional areas or 
disciplines that have served as the traditional basis for research classification in the field.  In 
so doing, it also fosters a more interdisciplinary perspective of the field.  The various 
research themes in the framework also suggest a movement of inquiry from one theme to 
another, where the research output in each theme serves as input and stimulus to research 
in the other themes.  Research Theme 4 in particular serves as a critical impetus for the 
movement of inquiry in the framework to iterate in a virtuous, creative cycle. 
The critical importance of the internationalisation-performance question as a key 
pillar and driver in international business research is clear.  Pushing the frontiers of this 
debate will not only advance knowledge in this particular international business research 
area but will in all probability also prove to be crucial in stretching the boundaries of 
knowledge of the field itself and all its research pillars.  Moving towards greater consensus 
in the internationalisation-performance debate may in fact present an invaluable 
opportunity for the field to achieve the level of integration and synthesis that has remained 
elusive in the past years.   
 This chapter has established the key position of the internationalisation-
performance question (Research Theme 4) within the international business domain.  The 
first major role of this key question is to directly test the internationalisation theories 
proposed in Research Theme 1.  Thus, Chapter 3 conducts a survey of major 
internationalisation theories proposed by international business thus far.  This will clarify 
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the set of theories that the internationalisation-performance literature has been testing 
over the past four decades.  A review of the internationalisation-performance literature is 
then conducted in Chapter 4.  This review is intended to explore the alignment between the 
theoretical concepts of internationalisation and the ways in which these concepts are tested 
in the internationalisation-performance literature.  Together, Chapters 3 and 4 will establish 
the extent to which the internationalisation-performance debates have been able to directly 
and validly test internationalisation theories.  
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Chapter 3 The Firm in International Business Theories 
 
Any attempt to investigate a phenomenon and its effects must be firmly anchored in the 
underlying theoretical assumptions related to that specific phenomenon.  This ensures that 
the effort is a valid investigation and thus a true test of the explanatory and predictive 
power of the theory involved (Knight, 1921).  This chapter establishes the theoretical 
foundations of the thesis by focusing on the phenomenon of firm internationalisation, 
drawing on international business theories put forward since the inception of international 
business as a distinct field of inquiry in the 1950s.  The chapter goes beyond a survey of 
extant internationalisation theories, however, and argues that the key to clarifying the 
nature of the internationalisation phenomenon is to also surface the underlying assumptions 
on the nature of the entity that internationalises:  the firm.  Clarifying the nature of the firm 
serves to illuminate the purpose and motives of internationalisation, which in turn explain 
and predict the determinants and patterns of the internationalisation phenomenon.  This 
then paves the way for the identification of valid measures to determine (1) the degree of 
internationalisation of a given firm and (2) the resulting performance level that is exhibited 
as a consequence of internationalisation.  Hence, the discussion in this chapter on the nature 
of internationalisation, its determinants, its path dependencies, and its impact is grounded in 
an examination of the theories of the firm that explicitly or  implicitly inform and shape the 
international business theories explaining internationalisation and its effects.   
 
 
 
Introduction 
 This thesis aims to systematically revisit the internationalisation-performance 
question (Research Theme 4 of the proposed integrative international business research 
framework presented in Chapter 2), with a specific focus on firm internationalisation and 
performance.  The level of analysis in this thesis will centre on the firm as this has been the 
dominant focus in the internationalisation-performance literature thus far and presents a 
major area of interest for international business managers, strategists and policy-makers. 
As validated in Chapter 2, the issue on the relationship between internationalisation 
and performance is central to international business research (Peng, 2004); unfortunately, 
this relationship is still not well understood (Thomas & Eden, 2004).  Discourse in the 
international business literature in the past few years provides critical clues to explain the 
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persistent disagreement in the literature on the nature and form of the relationship 
between these variables.  Scholars have pointed out that the variety of measures employed 
in extant studies explains the diverse and at times contradictory findings on the relationship 
(Hsu & Boggs, 2003).  This lack of consistency in the measures employed in the extant 
literature is in turn reflective of the lack of agreement on consistent and generally accepted 
definitions of the variables involved (Thomas & Eden, 2004).  It is further argued that this 
multiplicity in working definitions is indicative of the diversity in the fundamental, 
underlying conceptualisations of the firm in international business.  In fact, the theoretical 
conceptualisation of the firm and the clarification of the functions or roles that it  assumes 
as it internationalises is critical to understanding the internationalisation phenomenon, its 
patterns and its consequences (Contractor, 2007).   If, for example, a firm is viewed mainly 
as an economic player that is a minimiser of transaction costs, then it would be logical to 
conclude that it will internationalise only if the costs associated with transacting in a host 
country are lower than undertaking the same transaction in the home country (for example, 
where overseas manufacturing is cheaper than domestic manufacturing).  If, however, a 
firm is viewed primarily as a learner and acquirer of resources, then it would be logical to 
conclude that a firm will internationalise to a specific host country that possesses 
indigenous knowledge, capabilities or resources that are not present in the home country 
and that a firm wishes to gain access to (for example, setting up a research and 
development subsidiary in a host country with a large, highly skilled, technical workforce).  
Clarifying the role/s of the firm will also shed light on the underlying motives of 
internationalisation, which in turn will aid in more precisely identifying the relevant 
measures against which the firm’s resulting performance is assessed.  If, for example, the 
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firm acts mainly as an exploiter of internal capabilities, then return on sales (ROS) would be 
a relevant performance indicator as it captures the ability of the firm to leverage its current 
resources to gain market share in host countries.  If, on the other hand, the firm acts mainly 
as learner or acquirer of knowledge, then perhaps asset value or return on assets (ROA) 
would be a superior performance indicator as it is able to capture the ability of a firm to 
leverage resources and capabilities to maximise profitability.  Of course, it could be argued 
that a firm assumes the role of both exploiter and learner, and this multiplicity of roles and 
internationalisation motives serves to highlight the critical importance of time as a key 
variable in studies on internationalisation and performance (Lu & Beamish, 2004).  If the 
firm assumes the primary role of exploiter in the early stages of internationalisation and 
then becomes primarily a learner in succeeding stages of internationalisation (or vice-versa), 
then different performance measures must be employed at each of these stages or periods 
of internationalisation.  Clearly, an examination of the theories of the firm that anchor and 
underlie the theories of internationalisation must be conducted in order to extend the 
frontiers of research on the internationalisation-performance relationship.   
 This chapter describes extant theories of the firm and extant theories of firm 
internationalisation, and then attempts to establish the links between these two bodies of 
literature.  It extends and expands the theoretical genealogy mapped out by Dunning 
(2003), and then concludes with a proposed theoretically grounded framework to 
systematically review the internationalisation-performance body of literature. 
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A Survey of Theories of the Firm 
 This section briefly summarises the taxonomy of theories of the firm proposed by 
Taylor and Asheim (2001) as a starting point to the discussion on the concept of the firm in 
the international business literature in the next section.  While located in the economic 
geography literature, the Taylor and Asheim taxonomy has been selected for purposes of 
the current analysis because of its comprehensiveness and its consistency with the 
economics, management and international business spheres of literature.  The authors note 
nine extant conceptualisations of the firm in the literature: 
(1) neoclassical view 
(2) transaction costs view 
(3) behavioural view 
(4) institutionalist view 
(5) networks and embeddedness view 
(6) learning view 
(7) resource-based view 
(8) discursive view 
(9) temporary coalitions view 
They classify these conceptualisations into two broad perspectives:  the rationalist 
perspective and the socio-economic perspective.   
While the authors do not explicitly employ a framework that identifies a specific set 
of dimensions against which to compare and contrast the various views of the firm, a 
content analysis (Kassarjian, 1977) of the descriptions of the nine firm conceptualisations 
reveal an underlying taxonomic structure consistent with classical classification theory 
(Parsons, 1996).  The nine views of the firm identified by the authors are each described 
according to three key properties:  structural, relational, and behavioural (Parsons, 1996).  
Structural properties refer to the internal organisation of the firm and as such also includes 
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elements such as the costs associated with forming and managing this mode of organisation 
(Williams, 1978).  Relational properties, on the other hand, refer to the interaction or 
relationship of the firm to other things such as its external environment, competition, and 
market (Williams, 1978), while behavioural properties refer to the types of activities 
undertaken by the firm and the manner in which it undertakes these activities as dictated 
primarily by its motivation (Williams, 1978).  Each of the nine views of the firm will be briefly 
summarised next according to these three properties, and Table 3.1 below distils the main 
elements of the summary. 
Under the rationalist perspective, the authors classify the neoclassical, the 
transaction costs, and the behavioural views of the firm.  In the neoclassical view, the firm is 
seen as a completely rational entity endowed with perfect knowledge, existing mainly as a 
passive vehicle for resource allocation within a predictable, static environment.  As most 
critics of the neoclassical view suggest, the firm in this view is structurally nothing more than 
a “black box” whose inner workings as a resource allocator remain unexamined.  The 
transaction costs view originating from the ground-breaking work of Coase (1937), on the 
other hand, was a landmark departure from the neoclassical view.  It provided much greater 
depth of insight into the nature of the firm as a contractual entity responsible for 
undertaking economic transactions on the market or moving these economic transactions 
into its coordinated organisational hierarchy (internalisation) as a cost minimising effort.  
The firm here is likewise viewed as possessing perfect knowledge (of internal and market 
prices, for example), acting within a largely predictable environment.  The authors classify 
Williamson’s (1985, 1967, 1973) work on the firm as an extension of the transaction cost 
view as it elaborates on the costs and inefficiencies associated with the organisational 
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hierarchy (which are traceable to bounded rationality and opportunism, for example).  
Finally, the behavioural view of the firm which the authors classify as rationalist 
conceptualises the firm as an internal network of transactional relationships that learns, 
adapts, and makes decisions with imperfect information under conditions of environmental 
uncertainty and conflict.  This view of the firm is typified by the work of Cyert and March 
(1963).  The neoclassical and transaction costs views of the firm argue that the firm is a 
rational, efficiency-seeking resource allocator that is motivated mainly by profit 
maximisation, while the behavioural view takes a less stringent view where the firm is a 
decision-maker and problem-solver that aims to generate adequate (rather than maximum) 
profits. 
Under the socio-economic perspective, the authors classify the institutionalist, 
networks and embeddedness, learning, resource-based, discursive and temporary coalitions 
views of the firm.  Consistent with scholars of institutions theory (such as North (1991, 
1990), the institutionalist view (for example (Hodgson, 1988) conceptualises the firm as an 
internal set of conventions, rules, habits and traditions that governs its money-making 
activities.  The firm is viewed as some sort of sanctuary from the conflict and uncertainty of 
markets and competition, where money can be made according to internal rules.  The 
networks and embeddedness view (for example (Granovetter, 1985, Granovetter, 2005, 
Powell, 1990) conceptualises the firm as a social network that in turn is embedded within 
loosely coupled networks of economic exchange characterised by reciprocity, 
interdependence and unequal power relations.  It is within this system of networks that the 
firm learns, innovates and undertakes entrepreneurial efforts to achieve its economic 
purpose.  The learning view of the firm (for example (Florida, 1995, Lundvall & Johnson, 
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1994) puts emphasis on human capital and knowledge creation, conceptualising the firm as 
a social organisation characterised by flexible, flat hierarchies that engage in collaborative 
and cooperative learning efforts aimed at improving competitiveness.  Notably, this view 
puts the firm within the context of coordinated market economies where the various actors 
within a learning region form coalitions for purposes of collective learning and 
development.  The resource-based view of the firm (for example (Penrose, 1959) also 
conceptualises the firm as a learner or acquirer of resources for purposes of achieving 
economic competitiveness.  The firm is viewed as a bundle of activity-specific resources that 
pursues its economic goals within a competitive environment that may also be a source of 
new knowledge, assets, and resources.  The discursive view (for example (Schoenberger, 
1994, 1997, Thrift, 1998) presents the firm as a network of social relations, but notably one 
that is brought together by not just a single “logic” but a range of “logics” across various 
levels (e.g., individual and organisational).  These “logics” may not necessarily be limited to 
economic motives, and the firm’s network is configured to be adaptable and flexible, 
allowing for continuous dialogue within the organisation.  This dialogue would be necessary 
to ensure that the various logics continue to be addressed within an inclusive organisational 
culture as the firm operates in a disordered and fast-moving environment.  Finally, the 
temporary coalitions view (for example (Taylor, 1999) presents the firm as a temporary 
coalition of networked entrepreneurs working towards the creation of personal wealth in a 
changeable economic, social and regulatory context.  The firm serves the individual needs of 
the entrepreneurs and venturers that comprise the network as it serves as a venue within 
which information and skills can be exchanged and shared.  Table 3.1 below summarises the 
main elements of this discussion. 
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Table 3.1  A Survey of Theories of the Firm 
*  Views of the firm from Taylor and Asheim (2001) 
*  Framework for dimensions from Parsons (1996) 
 Structural Relational Behavioural 
Rationalist Views 
Neoclassical Black box Armed with perfect 
knowledge, the firm 
interacts with a static, 
predictable 
environment 
Rational, efficiency-
seeking resource 
allocator & profit 
maximiser 
Transaction Costs Hierarchical, 
coordinated  
contractual entity of 
internal transactions 
Armed with perfect 
knowledge, the firm 
interacts with a static, 
predictable but 
uncoordinated 
environment 
Rational, efficiency-
seeking resource 
allocator & cost 
minimiser 
Behavioural Internal coalition of 
relationships; internal 
transactions network 
Possessing imperfect 
information, the firm 
interacts with an 
external environment 
riddled with 
uncertainty and 
conflict 
Decision-maker and 
problem-solver that 
learns and adapts, 
aiming to generate 
adequate profits 
Figure 3.1 continued on next page  
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 Figure 3.1 continued 
 Structural Relational Behavioural 
Socio-Economic Views 
Institutionalist Internal set of 
conventions, rules, 
habits, traditions 
The firm creates a 
protective enclave 
from the conflict, 
destruction and 
uncertainty of external 
markets and 
competition 
Organic entity that is 
endowed with a 
learning ability, and 
aims to make money 
using internal rules 
Networks & 
Embeddedness 
Internal network of 
reciprocity and 
interdependence  
Firm is embedded 
within a larger system 
or loosely coupled 
network of economic 
exchange (i.e., network 
of networks) also 
characterised by 
reciprocity, 
interdependence and 
unequal power 
relations 
The firm is a learning 
innovator and 
entrepreneur, driven 
by an economic 
purpose 
Learning Social organisation 
characterised by flat 
hierarchies and 
horizontal information 
flows 
Firm forms part of 
coordinated market 
economies/ regional 
development coalitions 
The firm aims to 
achieve 
competitiveness & 
enterprise 
development by 
creating knowledge 
through collective 
learning, innovation, 
employee participation 
Resource-Based Bundle of activity-
specific resources 
Firm operates in a 
competitive 
environment which is 
also a source of new 
assets/ knowledge 
The firm aims to learn, 
acquire and process 
resources to achieve its 
economic purpose 
Discursive Social relations 
network brought 
together by a variety of 
“logics” 
Firm operates in a 
disordered, fast-
moving environment 
The firm creates 
inclusive organisational 
cultures that are 
adaptable and flexible, 
where no single logic 
(such as profit 
maximisation) prevails 
Temporary Coalitions Temporary social 
networks of venturers 
and entrepreneurs 
Firm operates in a 
changeable economic, 
social, regulatory 
environment 
The firm is an 
environment where 
entrepreneurs 
exchange/ share 
information and skills 
for the creation of 
personal wealth 
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These theories may logically be extended to explain and predict various facets of a 
firm’s activity, for example decision-making, strategy formulation and expansion (both 
domestic and international).  Explanation and prediction can be done because the various 
theories define firms uniquely along very specific structural, behavioural and relational 
dimensions that underlie the actions of firms and in fact direct a firm’s actions along specific 
trajectories that are consistent with the characteristics of the dimensions.  Hence, given a 
certain set of conditions, the behavioural view of the firm will predict that the firm will make 
a decision based on available information that will allow some profit to be generated by 
harnessing its internal coalition of relationships.  Given the same set of conditions, however, 
the discursive view of the firm will predict that the firm will make a decision based on 
available information on current conditions that will best meet the logic (i.e., objective/s) of 
the most powerful and dominant party within its internal social relations network.  Because 
the motives of the firm differ across the various theories, then it will also follow that the 
relevant indicators employed to measure firm performance or success will necessarily be 
different:  the neoclassical and transaction costs views will measure firm success against the 
maximum level of profit possible given certain circumstances; the behavioural view will 
measure performance against optimal rather than maximum profit levels; while the learning 
view will employ different indicators intended to measure firm competitiveness.  It is thus 
important to clarify which of the extant theories of the firm inform the theories of 
international business for purposes of validly testing and extending international business 
theory. 
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The Firm in International Business Theory 
The firm has traditionally been the dominant level of analysis in international 
business research, with international business theorising focused mainly on theories of the 
international firm.  These theories seek to explain the existence of international firms 
(Hennart, 2001), and in fact may be viewed as theories of a very specific type of growth 
pursued by firms (that is, growth and expansion outside domestic borders) (Dunning, 2003).  
A review of the international business literature reveals five distinct theoretical streams that 
have emerged through time and that focus on the international firm as the main level of 
analysis6
                                                     
6 While international business has traditionally focused on the firm as the main level of analysis, other levels of 
analysis have been cultivated within the realm of international business research through time (i.e., individual, 
industry, nation, region, global) (Seno-Alday 2010).   This chapter only focuses on theories that specifically 
examine firm internationalisation. 
:  foreign direct investment (FDI) theories that dominated the literature prior to and 
during the 1960s (Dunning & Lundan, 2008, Hennart, 2001); internalisation theories that 
have been the dominant (and hence the most developed) stream of international business 
theory since the 1970s (Dunning & Lundan, 2008); the eclectic paradigm that emerged in 
the early 1980s mainly from the work of Dunning (1980); evolutionary theory that was 
introduced in the late 1970s by the pioneering work of Johanson and Vahlne (1977)  and 
subsequently revisited in the 1990s by Kogut and Zander (1993); and network theory 
(Johanson & Mattsson, 1988).  Each of these theoretical streams has its own underlying 
construct of the firm, explicitly or implicitly adopting elements of a particular view of the 
firm discussed above or containing a combination of elements from two or more views of 
the firm. 
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Traditional FDI theory was a branch of international trade research that mainly 
focused on explaining the export of capital (Hennart, 2001).  Because firms were the 
primary vehicles for the cross-border movement of capital, traditional FDI theory prior to 
the 1970s substituted (albeit imperfectly) for international business theory:  FDI growth 
could not explain the growth of multinational enterprises (MNEs), and real interest rates 
(which were a major determinant of the direction of capital flows) were insufficient to 
explain the existence of MNEs (Hennart, 2001).  Hence, traditional FDI theory is perhaps 
better viewed as a theory of international capital flow rather than a theory of international 
business, as the firm here is simply viewed as a primary vehicle or conduit through which 
capital flows.  Consistent with its neoclassical roots, traditional FDI theory conceptualises 
the firm as little more than a black box:  a convenient construct whose inner workings 
remained opaque (and perhaps even irrelevant) through several years of theory 
development.  It must be noted, however, that traditional FDI theory underwent a process 
of transformation and redirection specifically within the realm of international business 
research with the acknowledgement of the contribution of Hymer (1976) that emerged out 
of his 1960 PhD thesis.  Hymer’s work was grounded in traditional FDI theory, but 
challenged it by asking why FDI was primarily undertaken by firms (not financial 
intermediaries) who sought control over foreign assets (Hennart, 2001).  Hymer then 
concluded that FDI did not just involve the international transfer of capital but also the 
transfer of a basket of resources to a foreign location (Dunning & Lundan, 2008).  This 
unique basket of resources endows the foreign firm with certain advantages that allows 
them to compete against local competitors, allows it to own and control foreign resources, 
and provides opportunities to generate profit on the totality of their resources (Dunning & 
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Lundan, 2008).  Hymer’s contribution thus refocused FDI theory and research on the 
internationalising firm (Hennart, 2001), and contemporary FDI theories have since focused 
on examining those firms that extend value-added activities to specific foreign locations.  
This includes analysing internationalisation motives, analysing firm-specific resource bundles 
from which firms derive certain advantages, and analysing specific factors that make certain 
foreign locations attractive to firms (Dunning, 2003, Dunning & Lundan, 2008).  Given the 
nature of more contemporary research on FDI that extends from the tradition of Hymer, it 
can be concluded that this particular stream in international business research is heavily 
influenced by the resource-based view of the firm. 
The internalisation theories have been the dominant and most influential theoretical 
stream in the history of international business research (Caves, 1998).  Several theories in 
this stream emerged almost in parallel in the mid-1970s – 1980s, led mainly by the work of 
Buckley and Casson (1976), Hennart (1982), and Rugman (1981).  This body of work very 
clearly anchored itself on the transaction costs view of the firm first proposed by Coase 
(1937) and later developed and extended by scholars such as Williamson (1985) and Alchian 
and Demsetz (1972).  The international business scholars extended the transaction cost view 
to explain the existence of multinational enterprises, arguing that multinational hierarchies 
are more efficient than international markets at coordinating cross-border value-added 
activities (Dunning & Lundan, 2008).  Hence, a multinational enterprise will internalise 
intermediate foreign markets (i.e., create an internal market and undertake related 
transactions within its hierarchy) if this is viewed as a cheaper, more efficient, and generally 
more beneficial alternative compared to undertaking the same transactions on the 
international market (Dunning & Lundan, 2008, Hennart, 2001, Rugman, 1981).  It is most 
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interesting to note that the internalisation theories of international business were not 
merely international extensions of the transaction costs-based view of the firm, but that 
they also clearly incorporated elements from the Hymerian tradition of FDI theory and the 
resource-based view of the firm (Dunning, 2003).  That the internalisation theories are 
extensions of the transaction costs view of the firm is clear in that internalisation scholars 
propose that the multinational enterprise emerges out of imperfections or failures of the 
market that make it very costly for the firm to undertake certain transactions through 
agents on the international market (Hennart, 2001).  This gives the firm an incentive to 
internalise these transactions and hence create internal markets resulting in greater 
efficiency for the firm (Dunning & Lundan, 2008, Hennart, 2001, Rugman, 1981).  The 
unmistakable influence of the resource-based view in the transaction cost theories of 
international business, however, is also clear in the propositions of internalisation scholars 
particularly with regard to how the firm leverages its internal markets in internationalisation 
efforts and which markets a firm internalises.  In line with the Hymerian and resource-based 
traditions, a firm leverages its internal markets by transferring its firm-specific advantages 
across various international locations efficiently and cheaply.  Furthermore, apart from the 
fairly obvious international markets for raw materials and other resources that may be 
found in abundance and at lower costs in foreign locations, internalisation scholars have 
notably focused specifically on the internalisation of intermediate markets for information 
or know-how (Buckley & Casson, 1976, Hennart, 2001, Rugman, 1981).  It is then the ability 
of the multinational enterprise to use this information (that is, internalise the market for 
information) that sets the multinational apart from the domestic enterprise (Rugman, 1981) 
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because information is itself is a key asset or resource that a firm leverages as it operates 
within the context of unfamiliar host countries. 
The eclectic paradigm emerged out of the theory development work of Dunning 
(1980) and has not been proposed as a theory of the MNE (Dunning & Lundan, 2008) but 
rather as a framework that incorporates various explanations of the pattern of cross-border 
activities of enterprises (Dunning, 2001).  While it is not positioned as a theory, it is 
examined here as it provides good insight into the theoretical underpinnings (including the 
underlying theories of the firm) that have shaped international business theorising.  Drawing 
on the Ricardian, Heckscher-Ohlin and Samuelsonian tradition of location (country)-specific 
comparative advantage in international trade, and in line with the Hymerian concept of 
firm-specific advantages, the eclectic paradigm proposes that enterprises possess certain 
ownership advantages  (“O” advantages) that arise from both firm-specific assets or 
resources and from location-specific factors (“L” factors and advantages:  tangible, 
intangible or institutional) found within its home country.  As is the case in the Hymerian 
tradition, the enterprise may then exploit its ownership advantages to penetrate host 
markets or, as a result of structural or intrinsic market failures (Dunning & Lundan, 2008), it 
may choose to internalise certain markets thus gaining access to location-specific 
advantages indigenous to certain host countries.  This internalisation process does not only 
allow the enterprise to gain access to certain host country location-specific advantages, but 
also allows the firm to exploit the advantages of internalisation (“I” advantages), including 
lowering transaction costs and exploiting market failures.  The ability of the enterprise to 
exploit these internalisation advantages ultimately counts towards its ownership 
advantages as an international firm.  The eclectic paradigm (as the name implies), draws 
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from a wide range of theoretical streams in its attempt to explain MNE patterns of activity.  
While it has been clearly influenced heavily by the transactions cost view of the firm in the 
internalisation or “I” component of the paradigm, it has also drawn heavily from the 
resource-based view of the firm in the ownership or “O” component of the paradigm which 
focuses on the resource-based sources of competitive advantage that the firm not only 
inherently possesses but also actively seeks to learn and acquire.  Thus, the firm 
internationalises to both exploit its ownership advantages and acquire location and 
internalisation advantages. 
The evolutionary theories of international business are perhaps best captured by the 
groundbreaking work of Johanson and Vahlne (1977) and later by the landmark work of 
Kogut and Zander (1993).  While these works were developed separately and at different 
periods in international business theory development, they have important underlying 
similarities.  Johanson and Vahlne (1977) propose that firms internationalise as a result of 
incremental decisions made in response to changes in the environment and that these 
decisions come about as a result of a combination of incremental market knowledge and 
increasing market commitment.  In developing the concept of market commitment, the 
authors draw on the resource-based view of the firm and argue that firms possess resources 
that they exploit to generate profit.  They further elaborate that the location of these 
resources (in the home and/or host country), the amount, transferability and degree of 
integration of these resources with other resources within the firm together constitute the 
degree of market commitment of the firm.  The degree of market commitment of the firm is 
affected by the amount of knowledge (regarding opportunities and threats) it has about a 
particular market.  Drawing on the work of Penrose (1959) the authors argue that this 
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market knowledge may be objective knowledge (i.e., knowledge that can be taught to the 
firm) or experiential knowledge (i.e., first-hand knowledge that the firm acquires as a result 
of operating within a particular market).  This experiential knowledge, which is not easily 
taught or transferable, is what the authors believe to be critical in the internationalisation 
process of the firm.  As the firm gains greater experiential knowledge, it then utilises this 
knowledge to make decisions to incrementally increase market commitment (laterally to 
other foreign markets or deeper within its existing markets); and as market commitment 
increases, the firm is presented with more opportunities to learn and gain even more 
experiential knowledge.  The centrality of knowledge to a firm’s internationalisation process 
is echoed in the work of Kogut and Zander (1993) who also draw from the resource-based 
view of the firm and argue that knowledge and capabilities constitute part of the ownership 
advantages of the firm.  The authors, however, specifically depart from the internalisation 
theories, arguing that market failure is not a necessary prerequisite to firm 
internationalisation.  They propose instead that a firm actively learns through internal 
cooperative efforts, resulting in the creation of a basket of knowledge and capabilities that 
are unique and not easily transferable outside the firm.  This unique set of knowledge and 
capabilities, however, is easily transferable inside the firm; hence, the firm itself serves as 
the most efficient mechanism to transfer and transform this knowledge across borders for 
economic gain.  Both the contributions of Johanson and Vahlne (1977, Johanson & Vahlne, 
2009) and Kogut and Zander (1993) draw on the resource-based view of the firm, specifically 
highlighting the critical importance of that type of knowledge that is not easily transferable 
outside the firm’s boundaries.  This knowledge is acquired by the firm (through experience 
or through internal cooperative efforts), forming part of its ownership advantages and 
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harnessed in the firm’s internationalisation efforts.  It is important to point out, however, 
that Kogut and Zander (1993) go further to explore the nature of the firm and its knowledge 
generation processes to explain why market internalisation is not necessarily the main 
driver of firm internationalisation.  Consistent with the learning view discussed above, the 
authors conceptualise the firm as a social community that learns and generates unique, 
complex and tacit knowledge through its individual members and through the cooperative 
efforts of its individual members to combine and recombine knowledge elements that have 
been generated.  Because of the nature of the firm and the way that it generates 
knowledge, the characteristics of the knowledge that is created are such that make the 
transfer of this knowledge through licensing very difficult.  Hence, it is the unique and tacit 
nature of this knowledge (rather than market failure) that prompts the firm to make the 
decision to internationalise by choosing to more efficiently transfer this knowledge 
internally across borders. 
The network approach to explaining industrial systems was proposed, among others, 
by Johanson and Mattsson (1987) and Johanson and Vahlne (2009), and extended to explain 
firm internationalisation (Johanson & Mattsson, 1988).  In line with the resource-based view 
of the firm, the network theories propose that individual firms have ownership control over 
various resources that are utilised and transformed by the firms for economic gain.  In line 
with the networks and embeddedness view of the firm discussed above, the network 
theories further propose that an individual firm is embedded within an industrial system 
that is composed of a network of interdependent relationships among several firms.  Within 
this networked industrial system, different firms undertake interdependent and synergistic 
or complementary activities (e.g. production and distribution of a particular good), and 
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coordination within the network is primarily achieved through the interaction among the 
firms in the network.  While price may be an important factor in determining the dynamics 
of the industrial system, it is not the only factor at play.  Other factors are the strength of 
the relationships (or bond) among various firms within the network that develop through 
time, and the degree of power that one firm has over another.  It is further proposed that 
each firm within the network is dependent on other resources that are under the control of 
other firms, and that it is membership in the network that allows a firm to have a certain 
degree of access to these resources.  The relationships among firms in a network are 
initiated and developed (and in some cases, terminated) by the individual actors that 
comprise a firm.  In fact, the firm itself is composed of a network of intra-firm relationships 
(Chen & Chen, 1998).  Because relationships are so central to the formation and functioning 
of networks, network theories emphasise the social dimension and the social exchange 
processes that characterise networks (this proposition echoes the concepts of the learning 
view of the firm).  These social exchange processes are opportunities for the firms involved 
to learn from and adapt to each other, resulting in the formation of mutual trust (which 
echoes the concepts of both the learning and behavioural views of the firm).  Of course, 
firms may make the decision to terminate certain relationships at a certain point in time, 
thus making networks both stable and changing through time.  Network theories have been 
employed to explain the internationalisation of firms, proposing that a firm internationalises 
in order to establish a link or relationship between a domestic network and a foreign 
network (Chen & Chen, 1998), thus allowing the firm strategic access to the resources and 
ownership advantages of the other firms in the foreign network.  Thus, network theories 
provide an alternative explanation to internationalisation, proposing that 
 Internationalisation and Performance  Page | 106  
Sandra Seno-Alday  2011 
 
 
internationalisation may not necessarily be driven by a firm’s desire to exploit its ownership 
advantages in foreign markets, but may in fact be driven more by a desire to acquire other 
resources and advantages offered by a foreign network in order to complement its existing 
resources or offset its weaknesses.   
The discussion above is summarised in Figure 3.1, which presents a diagrammatic 
representation of the various international business theories and the theories of the firm 
that explicitly or implicitly underlie them.  The thickness of the arrows indicates the degree 
of influence the various views of the firm have on each theoretical stream in international 
business; that is, the thicker the arrow, the stronger the influence.  The figure shows that 
while the transaction cost theories remain the dominant and most well-developed 
theoretical stream in international business, the underlying theories of the firm that have 
informed much of international business theorising have been the transaction costs and the 
resource-based views of the firm, with the resource-based view being the much stronger 
influential force behind international business theories that have emerged over 40 years.  
The resource-based view of the firm is particularly evident in the seminal work of Hymer 
(1976), which in turn, has heavily influenced the other major streams of international 
business theory.  While Hymer’s work emerged out of the traditional theories of FDI, it also 
represented a clear break from these traditional theories by its explicit incorporation of the 
resource-based view of the firm.  In more recent efforts in international business theory 
development, the influence of the learning, behavioural, and networks and embeddedness 
view is apparent. 
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Figure 3.1  The Firm in International Business Theories  
 
 
 
Theoretical Implications on Internationalisation and Performance  
This brief review of international business theories that have been proposed over 
the past few decades reveals that while each theoretical stream is distinct, there is also 
much evidence of “theoretical cross-pollination” across the streams, resulting in a set of 
international business theories that contain several common elements drawn and extended 
from each other.  In particular, international business theories have drawn on various 
structural, relational, and behavioural assumptions about the firm that underlie its various 
theoretical constructs in the literature.  These underlying assumptions have important 
implications on firm internationalisation patterns predicted by the theories and the relevant 
measures used to determine the resulting impact of internationalisation on firm 
performance.  The behavioural assumptions of the theories provide indications as to the 
ideal expansion targets or directions of internationalisation that a firm will tend to pursue.  
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The structural and relational assumptions, on the other hand, indicate how the 
internationalisation effort is both enabled and limited; and together, the structural, 
behavioural and relational assumptions point to relevant measures of performance of the 
international firm.   
The international business literature has been consistent in arguing that 
internationalisation is not a random event.  The internationalisation process is consciously 
and thoughtfully initiated by a firm, which is a profit-seeking entity that actively engages in 
the creation of value.  This shows that the field of international business has been heavily 
influenced by antecedent theories that focus on the transformation function of the firm.  
This means that the firm is viewed as an active rather than a passive economic player and 
that it is not merely an alternative to the price mechanism because what a firm does cannot 
in fact be undertaken by the market (Dunning, 2003).   A common theme that runs across all 
the international business theories discussed above is that a firm owns certain resources 
that it controls and uses, and that it is a learning, adapting and decision-making entity 
operating in an imperfect, uncertain and competitive international environment.  
Structurally, it has been conceptualised in increasingly complex ways.  It is viewed as a 
bundle of resources in contemporary FDI theories, an administrative hierarchy of agents in 
internalisation theories, and a social network of transactional relationships (in evolutionary 
theories) characterised by reciprocity and interdependence (in network theories).  
Relationally, it has mainly been viewed as interacting with an imperfect, uncertain and 
competitive environment by most international business theories, with the exception of the 
network theories which further conceptualise the firm’s environment as itself an 
interdependent network of firms.  Behaviourally, a firm’s internationalisation quest has 
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been viewed as motivated mainly by economic gain, achieved by exploiting ownership 
advantages (in contemporary FDI theories), seeking efficiencies (in internalisation theories), 
exploiting and acquiring resources and advantages (in the eclectic paradigm), and 
generating and leveraging knowledge (in evolutionary theories).  The network theories, 
however, clearly point out that a firm may not be primarily motivated by economic gain but 
by the pursuit of a certain “position” within a network (1988, Johanson & Mattson, 1987) 
that it attempts to gain not only through innovation and entrepreneurship but also through 
negotiation and relationship-building.  However, because a firm is clearly conceptualised as 
a profit-seeking entity, it can be concluded that achieving a desired network “position” 
should result in better profits for the firm, either by increasing revenue generation through 
market access or by achieving greater efficiencies or access to cheaper resources.   
Given its structural, relational and behavioural assumptions on the firm, 
contemporary FDI theories predict that firms will tend to internationalise to large markets 
(or markets with a strong demand for its products and services) with comparatively weak 
competitors (or competitors that do not possess the advantages of the internationalising 
firm).  Behaviourally, contemporary FDI theories assume that a firm will exploit its 
ownership advantages to achieve economic gain.  Hence, a firm will tend to seek markets 
whose existing product or service providers do not have the advantages that the 
internationalising firm possesses.  Relationally, contemporary FDI theories assume that a 
firm will aim to reduce risk and uncertainty exposure as it operates in the international 
environment.  In light of the behavioural assumptions above, it can thus be concluded that a 
firm will tend to internationalise to markets that are “close” (that is, culturally, 
administratively, geographically and economically close (Ghemawat, 2001)) in order to 
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reduce the uncertainty associated with operating in the foreign environment.  It can also be 
concluded that the firm’s targeted international markets also need to be large in terms of 
absolute size or demand because the internationalising firm needs to be assured that the 
potential market gains can offset the costs of internationalisation:  that is, the costs 
associated with operating in an imperfect, uncertain and competitive foreign environment.   
Because the focus of contemporary FDI theories is on the internationalising firm’s 
exploitation of a unique bundle of resources, the performance of this internationalising firm 
must logically be measured by its Return on Assets (ROA) and, further extending the 
arguments above, it can be concluded that the internationalisation of a firm is limited 
mainly by the existence and growth of an international market for its unique bundle of 
resources.  Whatever the high costs associated with operating in an uncertain foreign 
environment, these can be offset by large available markets.  The continued 
competitiveness of an international firm is dependent on its ability to protect and retain 
ownership over its unique bundle of resources so that it can continue to enjoy and exploit 
the advantages that it confers on the firm.  
The internalisation theories of international business, on the other hand, assume 
that behaviourally a firm is motivated to seek efficiencies and lower transaction costs in 
order to achieve economic gain.  A key antecedent for firm internationalisation in 
internalisation theories is the presence of market imperfections, or situations where the 
costs to undertake certain transactions on the market are higher than when they are 
undertaken within a firm’s hierarchy (Coase, 1937).  Hence, a firm internationalises when it 
detects an imperfection in the international market and decides to internalise this 
intermediate market (thus gaining access to cheaper resources in the process) or this final 
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market (thus gaining access to an international end-user market for its goods or services).  It 
is able to compete in the international market for its final goods and services because it 
exploits the advantages offered by its ownership over certain resources and by its ability to 
lower certain transaction costs.  Because internalisation theories assume that a firm is 
mainly motivated by economic gain, its internationalisation behaviour will be governed by 
targeting international opportunities to lower transaction costs.  Furthermore, because the 
firm relationally aims to reduce risk and uncertainty and also aims to achieve efficiencies, it 
would be logical to conclude that as predicted by contemporary FDI theories, internalisation 
itself may be viewed as a strategy to reduce risk and uncertainty:  by undertaking certain 
transactions within the hierarchy that it controls, a firm is able to avoid the risk and 
uncertainty associated with undertaking these transactions on the market.  In order to 
maximise efficiencies, a firm will also tend to internationalise to large and “close” markets.  
Given the concern for efficiency, the primary measure for international firm performance in 
the internalisation theories seems to be Return on Sales (ROS) or Return on Assets (ROA).  
Unlike contemporary FDI theories that put the protection of the firm’s ownership over a 
unique bundle of resources as paramount in order to maintain competitiveness, 
internalisation theories paint a more proactive picture of a firm as it needs to actively seek 
new resources and lower transaction costs in order to maintain international 
competitiveness.  Hence, the firm’s bundle of resources from which it derives international 
advantages constantly changes in the quest to lower transaction costs.  Therefore, a firm’s 
internationalisation effort is not necessarily limited by its ability to maintain ownership over 
a very specific bundle of resources (as is the case with contemporary FDI theories) but is 
limited by the costs associated with managing internalised transactions within its 
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organisational or administrative hierarchy.  If the costs associated with managing 
internalised transactions outweigh the costs of undertaking the same transactions on the 
market, then the firm will stop internationalising or will in fact de-internationalise.  A firm’s 
internationalisation process can then be viewed as a delicate balancing act between 
undertaking certain selected transactions externally on the market or internally within its 
hierarchy; and the main justification for continuing to internationalise (that is, continuing to 
internalise more transactions) is the firm’s continued ability to competitively tap markets 
large enough (or markets growing at a rate fast enough) for it to recover the increasing costs 
of managing a greater number of internalised transactions. 
The eclectic paradigm can be extended to predict a firm’s internationalisation 
patterns that are similar to the pattern predicted by internalisation theories.  The major 
difference is that the eclectic paradigm stresses the location-specificity of certain resources; 
hence, a firm that has monopolistic control over certain resources that are indigenous and 
unique to its home country may opt to internationalise to foreign markets to exploit its 
monopolistic advantages.  A firm may also opt to internationalise to certain locations that 
are endowed with resources that a firm wishes to acquire (that is, resources that may be 
complementary to its existing bundle of resources, and which will enable it to enjoy even 
greater advantages), and thus may not always be necessarily motivated by lowering 
transaction costs.  The lowering of transaction costs is an important objective in the eclectic 
paradigm, but it may not be the only objective for internationalisation.  However, because 
behaviourally a firm is still assumed to be motivated by economic gain in the eclectic 
paradigm, it can likewise be concluded that firms will tend to internationalise to large 
markets that are ideally “close” in order to reduce risk and uncertainty and maximise 
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efficiencies and economic gain.  As is the case with the internalisation theories, the limits to 
a firm’s internationalisation in the eclectic paradigm are dictated by its costs:  the costs of 
managing internalised transactions and the costs of acquiring new resources.  Therefore, 
the main justification for a firm’s continued internationalisation is also its ability to 
competitively leverage its evolving advantages to tap large and growing markets that will 
allow it to recoup these costs.  Given its focus on efficiencies and resource acquisition and 
utilisation, the firm performance measures relevant to the eclectic paradigm would be both 
Return on Sales (ROS) and Return on Assets (ROA). 
The evolutionary theories distinguish themselves from the other theories of 
international business by specifically focusing on the primacy of knowledge acquisition and 
knowledge creation as a source of international competitive advantage.  It is primarily 
knowledge gained through experience and generated through an internal social network of 
relationships that is leveraged by the firm to internationalise and achieve economic gain.  If 
knowledge in this case is viewed as the firm’s major resource, then the evolutionary 
theories may in fact be viewed as very specialised applications of the resource-based view 
of the firm.  Therefore, as in the case of contemporary FDI theories, internationalisation is 
governed primarily by the objective of exploiting the unique knowledge advantages 
possessed by the firm.  In the effort to reduce risk and uncertainty, the firm also endeavours 
to acquire greater levels of knowledge about its international operating environment that it 
then utilises to its advantage to internationalise further.  Internationalisation, therefore, is 
limited by the quality of knowledge that a firm is able to generate, which is largely 
dependent on the quality of the internal social network of relationships that it needs to 
nurture and develop.  Knowledge generation and the maintenance and management of the 
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firm’s internal social network necessarily comes at a cost; therefore, in line with its objective 
of economic gain, a firm must also then be able to tap large and “close” international 
markets.  As is the case with the other international business theories, a firm will tend to tap 
“close” markets in order to reduce risk and uncertainty and its continued 
internationalisation beyond these “close” markets will only be justified by market size and 
growth because it is these large markets that provide opportunities for the firm to recover 
the costs incurred in acquiring and generating knowledge.  Because the main theoretical 
backbone of the evolutionary theories is the resource-based view of the firm, then firm 
performance may appropriately be measured by its Return on Assets (ROA). 
Finally, the more recent network theories argue that a firm’s international 
competitive advantage arises from its “network position”, which allows it to have access to 
certain markets and resources that may be controlled by other players within one or more 
networks.  This “network position” may also allow it to minimise its exposure to risk and 
uncertainty.  Obtaining a particular “network position” is achieved by investing in 
innovation, entrepreneurship, negotiation and relationship-building with the players in its 
internal organisational network and with other players in the networks within which a firm 
is embedded (or within which it desires to be embedded).  Hence, a firm will tend to 
internationalise within one or more networks if there are other players that have access to 
resources and markets that are valuable or complementary to the firm’s existing basket of 
resources from which it draws a competitive advantage.  Internationalisation is then limited 
by the firm’s ability to manage and develop its internal and external network of 
relationships and by the costs associated with managing and developing these relationships.  
The firm, however, is still a profit-seeking entity; hence, continued internationalisation will 
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again be justified by its ability to tap markets within which it can most effectively leverage 
its advantages.  Table 3.2 below summarises the discussion in this section. 
  
Table 3.2  Structural, Relational and Behavioural Dimensions of the Firm 
 CONTEMPORARY 
FDI THEORIES 
INTERNALISATION 
THEORIES 
ECLECTIC 
PARADIGM 
EVOLUTIONARY 
THEORIES 
NETWORK 
THEORIES 
 
Common 
Properties 
 
A firm: 
• is a profit-seeking entity  
• engaged in value creation 
• owns certain resources that it controls and uses 
• learns, adapts and makes decisions 
 
Structural 
 
Bundle of 
resources 
 
Organisational hierarchy of agents 
 
Social network 
of transactional 
relationships 
 
Social network of 
reciprocal and 
interdependent 
relationships 
 
Relational 
 
Operates in an imperfect, uncertain and competitive environment 
   
Embedded in an 
interdependent 
network of firms 
 
Behavioural 
 
Motivated by 
economic gain 
achieved by 
exploiting 
ownership 
advantages 
 
 
Motivated by 
economic gain 
achieved by 
seeking 
efficiencies 
 
Motivated by 
economic gain 
achieved by 
exploiting and 
acquiring 
resources and 
advantages 
 
 
Motivated by 
economic gain 
achieved by 
generating, 
acquiring and 
leveraging 
knowledge 
 
Motivated by 
achieving a 
certain “network 
position” 
achieved through 
innovation, 
entrepreneurship, 
negotiation, and 
relationship-
building 
 
International 
Expansion 
Targets 
 
 
Large, “close” markets or markets with strong demand 
Weak competitors 
  
Opportunities 
to lower 
transaction 
costs 
 
Opportunities 
to lower 
transaction 
costs 
 
Opportunities 
to complement  
resources 
 
Opportunities 
to gain or 
generate 
knowledge 
 
Opportunities to 
complement  
resources 
 
Relevant 
Performance 
Measure/s 
 
Return on 
Assets 
 
 
Return on Sales 
 
Return on 
Assets  
 
 
Return on 
Assets  
 
Return on Sales 
 
Return on Assets  
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Conclusions 
This thesis aims to examine the persistent disagreement in the literature regarding 
the relationship between firm internationalisation and performance.  Scholars have pointed 
out that the lack of consensus may be attributed to the fact that different measures of 
performance have been employed in extant studies, thus producing different results (Hsu & 
Boggs, 2003).  Others have pointed out that the underlying assumptions regarding the 
motives for firm internationalisation and the underlying assumptions regarding the 
phenomenon of internationalisation itself remain unclear in the internationalisation-
performance literature (Contractor, 2007, Thomas & Eden, 2004), hence complicating the 
current debate.  This thesis uses these two assertions as a starting point in its re-
examination of the internationalisation-performance relationship. 
It has been argued in this chapter that a clarification of the underlying assumptions 
regarding internationalisation will require going back to the theories of international 
business and the various theories of and perspectives on the firm that inform the different 
international business theories.  This analysis will bring to light the similarities and 
differences of the various theoretical underpinnings regarding the international firm and the 
internationalisation process.  Clarifying these underlying similarities and differences then 
allows for a more comprehensive, systematic and theoretically-grounded review of the 
conceptual assumptions and corresponding measures employed in the extant 
internationalisation-performance literature.   
This chapter has found that the dominant view of the firm that has heavily 
influenced the various international business theories is the resource-based view of the 
firm.  Elements of the resource-based view can be consistently found in the major 
international business theories that have been proposed in the past 50 years.  All of the 
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major international business theories thus far are in agreement regarding the assumption 
that a firm owns, possesses or has access to a certain basket of resources that it is able to 
exploit to its advantage as it expands and operates internationally.  All major international 
business theories also make a clear break from the neoclassical “black box” view of the firm, 
instead making a strong argument that a firm is a learning and adapting profit-seeking entity 
that needs to make critical decisions in an imperfect, uncertain and competitive 
environment.  On the other hand, the different theories have some slight differences 
regarding their behavioural assumptions regarding firm internationalisation.  Apart from the 
earlier international business theories (contemporary FDI theories) that have focused mainly 
on internationalisation through the exploitation of advantages, most of the theories that 
have emerged in the field have stressed that internationalisation is both a process of 
resource exploitation and of strategic resource acquisition or generation.  The theories also 
differ in terms of their structural assumptions regarding the firm.  It is important to highlight 
these structural assumptions, as these best capture the major limitations to a firm’s 
internationalisation effort.  Contemporary FDI theories conceptualise the firm as a bundle of 
resources, hence the firm’s internationalisation quest is limited by the quality of its 
resources and the size of the international market for these resources (or the products and 
services that the firm produces as it utilises these resources).  Because of the major 
influence of the transaction costs view of the firm, the internalisation theories and the 
eclectic paradigm conceptualise the firm as an administrative hierarchy whose growth and 
management come at a cost.  Hence, the firm’s internationalisation effort is limited by the 
administrative costs that a firm incurs such that a firm will cease to internationalise if the 
administrative costs of managing its hierarchy begin to outweigh the costs of undertaking 
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certain transactions on the market.  The more recent international business theories, on the 
other hand, have begun to conceptualise the firm as a social network.  Hence, 
internationalisation is limited by the quality of the network that a firm is able to nurture 
internally and externally, as the quality of this network directly influences the quality of 
knowledge that a firm generates or has access to.   
It is important at this point to attempt to clearly articulate the theoretical concept of 
the phenomenon of firm internationalisation that can be drawn from the review of the 
various theories of international business and the theories or views of the firm that 
underpin them.  In line with one of the core tenets of measurement theory (Berka, 1983), a 
clarification of the properties of this phenomenon as conceptualised in international 
business theories is critical in the effort to determine whether the measures used to 
quantify this phenomenon and its effects are truly valid quantifications of the phenomenon 
itself.  First, international business theories clearly argue that internationalisation is not a 
random event.  Internationalisation is a decision that a firm consciously makes within the 
context of operating in an imperfect, uncertain and competitive environment.  Second, in 
line with the assertion that internationalisation is not random, location matters and is a key 
consideration in internationalisation decisions.  In international business theories, many 
resources that firms aspire to acquire are location-specific and those resources that may not 
be location-specific (such as a firm’s tacit knowledge) are exploited by the firm in certain 
markets which are found in specific locations.  Third, internationalisation is a decision that is 
made by a profit-seeking entity that ultimately aspires for economic gain.  Hence, while 
internationalisation may be a strategy to immediately reap economic benefits by exploiting 
firm-specific advantages, it may also be a pathway to invest in more resources that will be 
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utilised for eventual economic gain.  Internationalisation clearly comes at a cost (mainly the 
cost of acquiring and managing resources); therefore, the internationalisation decision must 
be made with the achievement of firm economies as a major concern.  Finally, all of the 
above properties can be extended to conclude that target market size and location matters 
in internationalisation.  As discussed earlier in the chapter, it is the size and potential size of 
the market that an international firm can tap that will allow the firm to achieve economies 
and recoup the costs of acquiring and managing resources as quickly and efficiently as 
possible.  These key properties of internationalisation will then be used as a basis to 
evaluate the various extant measures of internationalisation in the internationalisation-
performance literature. 
The review in this chapter also paves the way for the identification of the most 
relevant international firm performance measure that is firmly grounded in international 
business theories.  Drawing on the fact that the resource-based view of the firm remains 
most influential in the development of international business theories to date, and 
acknowledging that internationalisation is viewed by international business theories as both 
a strategy to exploit resources and strategically invest in new resources for eventual 
economic gain, the most relevant extant performance measure seems to be Return on 
Assets (ROA) or Return on Total Assets (ROTA).  This measure captures the major focus on 
international business theories on a firm’s unique basket of resources as a source of 
international competitive advantage, which the firm leverages to achieve economic gain.  
Return on Sales (ROS) is a measure of efficiency (Thomas & Eden, 2004) and is suited for use 
in internationalisation-performance studies that are specifically anchored on internalisation 
theories.  However, all international business theories (including internalisation theories) 
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focus on how a firm leverages its existing resources and acquires additional resources for 
economic gain.  Extending these theories, the performance of an international firm must 
then be measured on its ability to leverage this basket of resources.  This supports the 
applicability and theoretical grounding of the Return on Total Assets (ROTA) to measure 
international firm performance. 
Having thus clarified the theoretically-grounded concepts of the internationalisation 
phenomenon and its expected impact on firm performance, and in line with the call to 
ensure alignment between theory and measurement in studies of internationalisation and 
performance (Contractor, 2007, Hennart, 2007), a systematic review of this body of 
literature will be conducted to: 
1. Bring to light the theoretical underpinnings regarding the firm and firm 
internationalisation; and  
2. Determine if there is an alignment between measures of internationalisation 
and performance employed with the theoretical underpinnings of extant 
studies. 
Structured in this manner, the review presented in the next chapter will allow conclusions to 
be made as to whether the persistent disagreement in the internationalisation-performance 
literature can indeed be traced to differences in the underlying assumptions and theories of 
international business that inform extant studies.  In addition, the systematic review will 
also aid in determining if the extant measures employed are consistent with and are able to 
capture the information required by the underlying international business theories as 
elaborated in the current chapter.   
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Chapter 4 The Internationalisation-Performance Debates 
 
Fifty years of international business research has failed to yield a broad consensus on the 
nature and shape of the relationship between internationalisation and performance.  A 
comprehensive review of the studies in this field of inquiry is conducted in this chapter 
utilising the systematic, theoretically-grounded approach proposed in Chapter 3.  This 
chapter argues that the persistent disagreement on the nature of the relationship between 
internationalisation and performance stems from (1) the fact that a variety of 
internationalisation and performance measures each capturing different dimensions of the 
key variables have been employed in the studies, and (2) the general lack of strong 
alignment between international business theory and the measures of internationalisation 
and performance extant in the literature.  Several decades of research in this area have not 
only failed to achieve broad consensus on the internationalisation-performance relationship, 
but have also been unsuccessful in putting forth generally accepted measurement standards 
for both internationalisation and performance.   
  
Introduction 
 Firm internationalisation is a highly complex phenomenon and over the past 50 
years, the field of international business has proposed five major theoretical streams to 
explain it (Chapter 3).  Understanding the phenomenon of firm internationalisation is 
certainly a core research pillar in the field as argued in the proposed integrative 
international business framework presented in Chapter 2 (refer to Figure 2.2).  The 
sequence of inquiry suggested by the integrative framework, however, indicates that the 
question on the process of firm internationalisation that the major international business 
theories attempt to explain cannot exist independently from the other key international 
business research questions.  Theories that aim to explain the internationalisation process 
of firms (Research Pillar 2) are strongly influenced by and indeed draw on the underlying 
theoretical assumptions on the nature of the entity that internationalises (Research Pillar 1).  
As argued broadly in Chapter 2 and more deeply in Chapter 3, clarifying the nature of the 
internationalising firm brings to light (1) the behavioural assumptions about the firm that 
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predict the underlying motives and expected patterns of internationalisation on one hand, 
and (2) the structural assumptions about the firm that can explain the factors that impose 
limits to the internationalisation effort on the other.  Further drawing on the sequence of 
inquiry suggested in the integrative international business framework in Chapter 2, 
attempts to explain firm internationalisation (Research Pillar 2) in conjunction with attempts 
to understand the interaction of the firm with the international environment (Research 
Pillar 3) logically inform efforts to understand the impact of internationalisation on firm 
performance (Research Pillar 4).   
This thesis further argues that within the proposed integrative framework of 
international business thought, the internationalisation-performance literature has the 
critical role of empirically testing the internationalisation theories proposed by the field of 
international business.  The various theories of internationalisation attempt to explain the 
motives, strategies and patterns of firm internationalisation and have implicit or explicit 
theoretical propositions on the impact of this internationalisation effort on the firm.  After 
all, every motive has its underlying reasons, and every strategy has a set of objectives.  
Hence, undertaking robust, valid, and reliable testing lies at the heart of the 
internationalisation-performance debates.  This thesis thus argues that the key to pushing 
the frontiers of the unresolved debates on the relationship between internationalisation 
and performance is to first revisit the underlying theories of the firm and theories of 
internationalisation that anchor  empirical research on the internationalisation-performance 
link.  Clarifying these theoretical foundations will then be able to shed light on the alignment 
between the theoretical assumptions of the nature of the firm and the firm 
internationalisation process on the one hand, and the approach and methodology of 
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empirical studies on the relationship between internationalisation and performance on the 
other.  Exploring the alignment between theory and empirical approaches is particularly 
important because recent studies have found that the employment of different measures in 
internationalisation-performance studies have resulted in different shapes of the resulting 
relationship between these variables (Hsu & Boggs, 2003).  Further, the phenomenon of 
firm internationalisation has been conceptualised in different ways in extant studies 
(Thomas & Eden, 2004).  These findings beg the question of which among all the 
approaches, methods of operationalising the various concepts, and measures employed in 
extant studies are able to best capture the underlying theoretical assumptions about the 
firm and its internationalisation process.  If extant measures and empirical approaches are 
unable to accurately capture the underlying theoretical assumptions on the firm and the 
internationalisation process, then the field of international business faces the major 
challenge of operationalising underlying concepts more accurately and developing more 
theoretically faithful measures to better empirically test theories of internationalisation.  If, 
on the other hand, extant measures are found to be accurate already in terms of their 
ability to capture underlying theoretical assumptions and concepts, then the major 
challenge may lie either in redesigning the other aspects of empirical studies or in revisiting 
the validity and predictive power of the underlying theories of internationalisation 
themselves.  Either way, the challenge to international business research is great, but it is 
critical to determine whether the source of the persistent disagreement in the 
internationalisation-performance literature is one of operationalisation or one of theoretical 
robustness in order to better focus and direct international business research efforts in the 
future.  As argued in Chapter 2, advancing the internationalisation-performance debate will 
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stimulate movement in the sequence of inquiry in the integrative international business 
framework, thus driving the expansion of the frontiers of knowledge of the field itself. 
 In line with the above discussion, a comprehensive review that sought to bring to 
light the theories of the firm that have influenced the major international business theories 
on firm internationalisation was conducted in Chapter 3.  Taking off from the output of 
Chapter 3, the current chapter aims to more closely examine the alignment between the 
underlying theoretical assumptions about the firm and the internationalisation process, and 
the measures employed to test and extend these theories in extant empirical studies of the 
relationship between internationalisation and performance.  In this chapter, a sample of 57 
studies specifically focused on empirically examining the relationship between 
internationalisation and performance conducted between 1971 and 2009 are examined.  
This review distinguishes itself from comprehensive reviews extant in the literature (see for 
example Li (2007)) by focusing particularly on the theoretical underpinnings that have 
informed past studies and the corresponding frameworks and methodologies employed.  
Furthermore, unlike the review conducted by Verbeke and Brugman (2009) that makes an 
assessment of the most cited multinationality-performance studies specifically from the lens 
of internalisation theory, the current review asks the broader and more general question as 
to which among the major international business theories inform and frame extant 
internationalisation-performance studies.  In this chapter, a content analysis (consistent 
with the approach described and employed by Kassarjian (1977)) was conducted on the 57 
studies in the sample, and the following elements extracted from them: 
1.  Theoretical foundations or dominant theoretical influence; 
2. Internationalisation measure/s employed; 
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3. International segmentation (i.e., whether the internationalisation pattern 
observed in the study was specified according to pre-defined segments 
such as regions, countries, or markets); 
4. Performance measure/s employed; 
5. Statistical methodology; 
6. Sample; and 
7. Summary findings. 
In addition to the clarification of the theoretical underpinnings and influences of extant 
internationalisation-performance studies, this review also differs from existing reviews of 
this body of literature in that it examines more closely the way that extant studies have (or 
have not) attempted to disaggregate the internationalisation patterns of firms into specific 
segments classified according to certain criteria such as market characteristics, geographic 
location and others.  This follows from a key conclusion in Chapter 3 that international 
business theories are in agreement that internationalisation comes at a cost; therefore, 
internationalisation is not a random phenomenon but a conscious decision made by a profit-
seeking economic entity (the firm) that takes into careful consideration the characteristics 
of internationalisation location targets.  The need to pay attention to international locations 
and their characteristics has also been emphasised particularly by Dunning (1998, 1980); 
and the need to consider location in examining and understanding internationalisation 
patterns has received much interest particularly in the fairly recent regionalisation-
globalisation debates led by scholars such as Rugman and Verbeke (2004, 2005) and 
Ghemawat (2001, 2005).  The regionalisation-globalisation debates have proposed the 
“region” (that is the geographic region or the trade region) as an important 
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internationalisation target that possesses a set of locational characteristics that can best 
optimise the firm’s internationalisation effort and corresponding returns.  Thus, building on 
these propositions by key international business scholars and given the key theoretical 
assumption of this thesis on the importance of location argued in Chapter 3, one of the 
important aims of the review in this chapter is to clarify the way in which international 
locations are treated in the extant internationalisation-performance literature.   
The Debates that Refuse to Die  
 Table 4.1 presents a summary of the theoretical and methodological elements and 
findings extracted from the 57 internationalisation-performance studies from 1971 to 2009 
analysed in this chapter.  The results confirm the conclusions of previous reviews (Glaum & 
Oesterle, 2007) that the findings of 40 years of research on the relationship between 
internationalisation and performance have been mixed at best.  While many of the studies 
included in this review report a positive relationship between internationalisation and 
performance (32%), there is also a good proportion of studies that specifically report mixed 
results (24%).  Interestingly, there is an almost equal proportion of studies that argue in 
favour of an inverted U relationship (∩, 10%) and a directly contradictory U-shaped 
relationship (U, 9%).  In an attempt to reconcile these contradictory results, a sigmoid 
relationship ( ) has been proposed in 7% of the studies, but even this has been 
challenged by studies that have reported a “reverse sigmoid” relationship ( , 2%).  A 
more recent study seems to have reconciled the contradictory sigmoid findings of extant 
studies by proposing a “sinus-shaped” relationship (2%), while studies reporting a negative 
relationship (5%) or no effect (9%) continue to appear in the literature through time.  Figure 
4.1 presents a graphical summary of these findings in the literature. 
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Table 4.1  Representative Internationalisation-Performance Studies (1971  – 2009) 
Citations Theoretical 
Notes 
Internationa
lisation 
Measures 
Performance 
Measures 
International 
Segmentation 
Statistical 
Methodology 
Sample Summary 
Findings 
Vernon 
(1971) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
 
Counts:  
country and 
FDI 
ROS (after-
tax) 
 
ROI (after-
tax) 
1-Canada 
2-LatAmerica 
3-Europe & 
UK 
4-Southern 
dominions 
5-Asia and 
Other Africa 
Comparative 
analysis 
187 U.S. 
MNEs from 
Fortune 500 
1967 
+ 
 
Severn & 
Laurence 
(1974) 
Contemporary 
FDI  
 
 
Composite 
of foreign 
sales, 
earnings, 
assets, 
employment 
and 
production 
ROA (before-
tax and after-
tax) 
 
*3-year lag 
Not 
specified 
Comparative 
analysis 
 
Regression 
analysis 
Fortune 500 
firms that 
had at least 
10% foreign 
operations 
in 1965 
O 
Hughes et al 
(1975) 
Contemporary 
FDI  
 
Portfolio 
theory 
Composite 
of foreign 
assets, sales 
and earnings 
Risk-
adjusted 
return on 
portfolio 
 
*GNP-
weighted 
index based 
on country 
GNPs 
1-Canada 
2-Germany 
3-Italy 
4-Sweden 
5-Belgium 
6-Japan 
7-Netherlands 
8-Switzerland 
9-U.S. 
10-U.K. 
11-France 
Comparative 
analysis; 
correlations; 
Chi-square 
 
46U.S. MNEs 
1970-1973 + 
 
Siddharthan 
& Lall (1982) 
Contemporary 
FDI  
 
Internalisation 
theories 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type 
Revenue 
growth 
1976-1979 
Not 
specified 
Ordinary 
least 
squares 
regression 
74 largest 
U.S. 
manufacturing 
MNEs in 
1976-1979 
- 
 
Michel & 
Shaked 
(1986) 
Internalisation 
theories 
 
Portfolio 
theory 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type 
 
Counts:  
countries 
and FDI 
 
*utilised as 
criteria for 
MNE 
classification 
(dummy) 
Sharpe, 
Treynor and 
Jensen 
market-
based 
measures 
Not 
specified 
Comparative 
analysis; 
ANOVA 
58 U.S. 
MNEs from 
Forbes  - 
 
Shaked 
(1986) 
Contemporary 
FDI  
 
 
Internalisation 
theories 
 
Portfolio 
theory 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type 
 
Counts:  
countries 
and FDI 
 
*utilised as 
criteria for 
MNE 
classification 
(dummy) 
ROA 
 
Probability 
of insolvency 
based on 
ROA  
 
Risk 
measures 
based on 
ROA 
Not 
specified 
Comparative 
analysis 
58 U.S. 
MNEs from 
Forbes  O 
Insignificant 
impact on 
ROA 
+ 
Insolvency 
probability 
and 
systematic risk 
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Citations Theoretical 
Notes 
Internationa
lisation 
Measures 
Performance 
Measures 
International 
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Statistical 
Methodology 
Sample Summary 
Findings 
Buhner 
(1987) 
Portfolio 
diversification 
 
Contemporary 
FDI theories 
 
*incorporates 
product 
diversity 
analysis 
Herfindahl-
type 
Jensen’s α 
 
ROA  
 
ROE  
 
*shareholder 
value 
 
1-Home  
2-European 
Eco Comm 
3-Other Eur 
4-US 
5-Latin Am 
6-Rest of 
World 
Multiple 
regression 
over 4-year 
periods from 
1966-1981 
40 large 
West 
German 
corporations 
from the 
300 largest 
West 
German 
+ 
 
Grant (1987) Internalisation 
theories 
 
Contemporary 
FDI theories 
 
 
Overseas 
production 
ratio  
 
*FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type 
Sales growth 
 
Profitability 
 
RONA 
(Return on Net 
Assets; pre-
tax, pre-
interest) 
 
ROE 
 
ROS (pre-tax, 
pre-interest) 
1-Europe 
2-North Am 
3-Rest of 
World 
Ordinary 
least 
squares 
regression  
from 1968 – 
1984  
 
*4-year lag 
304 British 
manufacturing 
companies 
from The 
Times 500 
list of 
Britain’s 
largest 
companies 
(unspecified 
year) 
+ 
 
 
Grant, 
Jammine et 
al (1988) 
Internalisation 
theories 
 
Contemporary 
FDI  
 
 
*incorporates 
product 
diversity 
analysis 
Index of 
Multinational 
Diversity 
(MDIV)  
 
*FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type 
ROA (pre-tax) Not 
specified 
Multiple 
regression 
1972 - 1984 
304 large, 
listed British 
manufacturing 
companies 
from The 
Times 1000 
list of the 
largest UK 
companies 
in 1974 
+ 
 
 
Daniels & 
Bracker 
(1989) 
Internalisation 
theories 
 
Contemporary 
FDI  
 
 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type  
 
FATA 
(Foreign 
Assets to 
Total Assets) 
 
* quantitative 
measures 
categorised 
into intervals 
of 10% 
ROS (post-
tax) 
 
ROA (post-
tax) 
Not 
specified 
One-way 
ANOVA  
 
Scheffe’s 
multiple 
comparison 
technique 
 
Tukey’s 
studentised 
range test 
 
* cutoff 0.25 
for high FSTS 
and high FATA 
 
1974 - 1983 
116 U.S. 
firms from 8 
largest 
industry 
groups in 
Forbes 
“1984 
Annual 
Report on 
American 
Industry” 
+ 
 
* significant in 
40-50% 
internationalis
ed groups 
 
 
Kim, Hwang 
et al (1989) 
Internalisation 
theories 
 
Portfolio 
diversification 
 
 
* incorporates 
product 
diversity 
analysis 
Entropy type OPM 
(Operating 
Profit 
Margin) 
 
ROA (after tax 
plus interest; 
percentage of 
stockholders 
equity plus 
long-term 
debt) 
1-U.S. & 
Canada 
2-Eur Comm & 
associates 
3-Japan & oth 
developed 
countries 
4-developing 
countries 
5-less 
developed 
countries 
6-centrally 
planned eco 
 
* market 
homogeneity 
Simple linear 
trend 
regression 
1982-1985 
62 U.S. firms 
randomly 
selected 
from Dun 
and 
Bradstreet’s 
“America’s 
Corporate 
Families and 
International 
Affiliates” 
(unspecified 
year) 
+ 
* international 
diversification 
generally 
contributes to 
profit growth 
and stability 
regardless of 
product 
diversity 
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Citations Theoretical 
Notes 
Internationa
lisation 
Measures 
Performance 
Measures 
International 
Segmentation 
Statistical 
Methodology 
Sample Summary 
Findings 
Geringer et 
al (1989) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
* incorporates 
product 
diversity 
analysis 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type  
 
* quantitative 
measures 
categorised 
into intervals 
of 20% 
ROS (average 
post-tax from 
1977-1981) 
 
 
Not 
specified 
Significance 
tests 
 
ANOVA 
200 largest 
U.S. & 
Europe 
MNEs  from 
World 
Directory of 
MNEs 1982-
1983 
∩ 
Morck & 
Yeung 
(1991)  
Internalisation 
theories 
 
 
Counts:  
country and 
FDI  
 
* quantitative 
measures 
categorised 
into cutoffs of 
<5 and >20 
Tobin’s q 
 
*shareholder 
value 
Not 
specified 
Ordinary 
least 
squares 
regression 
1,644 U.S. 
firms  O  
Kim et al 
(1993) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
 
* incorporates 
product 
diversity 
analysis 
Entropy type Weighted 
industry risk 
based on 
ROA (average 
pre-tax plus 
interest from 
1982-1986) 
 
*firm-level 
risk-return 
tradeoff 
1-North 
America (U.S. 
& Canada) 
2-European 
Comm & 
associates 
3-Japan 
4-Oth 
developed 
5-Developing 
6-
Underdeveloped 
7-Centrally 
planned 
MANOVA 
 
ANCOVA 
 
Regression 
analysis 
125 large 
U.S. MNEs 
from 1982 
Forbes 
survey 
+ 
 
Ramaswamy 
(1993) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
FATA 
(Foreign 
Assets to 
Total Assets) 
 
Profitability 
index (based 
on EBIT and 
sales growth) 
 
Cost 
efficiency 
index (COGS 
to sales) 
Not 
specified 
Regression 
analysis 
25 large U.S. 
pharmaceutic
al MNEs 
from 1980-
1987 
- 
(moderated 
by 
configuration) 
O 
Tallman & Li 
(1996) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
* incorporates 
product 
diversity 
analysis 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type  
 
Counts:  
country and 
FDI  
ROS Not 
specified 
Regression 
analysis 
192 large 
U.S. 
manufacturing 
MNEs from 
the Directory 
of 
Multinationals 
(3rd ed) 
O 
(scope) 
 
Weak + 
(scale) 
Riahi-
Belkaoui 
(1996) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
* incorporates 
product 
diversity 
analysis 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type  
 
* quantitative 
measures 
categorised 
into cutoffs of 
<44% and 
≥44% 
ROA (after 
tax) 
Not 
specified 
Cross-
sectional 
31 French 
MNEs from 
1990 French 
Company 
Handbook 
+ 
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Citations Theoretical 
Notes 
Internationa
lisation 
Measures 
Performance 
Measures 
International 
Segmentation 
Statistical 
Methodology 
Sample Summary 
Findings 
Hitt et al 
(1997) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
 
* incorporates 
product 
diversity 
analysis 
Entropy type ROA 1-Africa 
2-Asia & 
Pacific 
3-Europe 
4-Americas 
Regression 
analysis 
295 large 
manufacturing 
firms from 
Standard & 
Poor’s 
COMPUSTAT 
database 
∩ 
Riahi-
Belkaoui 
(1998) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Eclectic 
paradigm 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type  
 
* quantitative 
measures 
categorised 
into cutoffs of 
<14%, 14%-
47%, and 
47%< 
ROA Not 
specified 
Regression 
analysis 
Forbes 100 
“Most 
International” 
American 
Manufacturing 
and Service 
Firms from 
1987-1993 
 
Gomes & 
Ramaswamy 
(1999) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
Composite 
index of 
FSTS, FATA, 
country 
counts 
ROA 
 
OPSAL 
(Operating 
cost to sales 
ratio) 
Not 
specified 
Pooled 
cross-
section/ 
time series 
regression 
570 U.S. 
MNEs from 
4 industries 
from 1990-
1995 
∩ 
Delios & 
Beamish 
(1999) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
* incorporates 
product 
diversity 
analysis 
Counts:  
country and 
FDI  
 
Composite 
measure of 
ROA, ROE, 
ROS 
Not 
specified 
Partial least 
squares 
analysis 
399 
Japanese 
manufacturing 
firms from 
the Analyst’s 
Guide 
+ 
 
Geringer et 
al (2000) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
* incorporates 
product 
diversity 
analysis 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type  
 
Export Sales 
ratio 
ROS (after-
tax) 
 
ROA (after-
tax) 
  
Sales growth 
 
*1-year lag 
Not 
specified 
ANOVA 
 
Least 
squares 
analysis 
108 largest 
Japanese 
manufacturing 
MNEs for 
1981 from 
Nikkei 
NEEDS 
- 
O 
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Citations Theoretical 
Notes 
Internationa
lisation 
Measures 
Performance 
Measures 
International 
Segmentation 
Statistical 
Methodology 
Sample Summary 
Findings 
Reuer & 
Leiblein 
(2000) 
Internalisation 
theories 
 
Evolutionary 
theories 
 
Network 
theories 
 
Real options 
theory 
Counts:  
country 
ROA-based 
and ROE-
based 
downside 
risk measure 
Not 
specified 
Ordinary 
least 
squares 
regression 
357 U.S. 
manufacturing 
firms O 
Zahra et al 
(2000) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
 
Country 
count type 
 
Entropy type 
 
Foreign sales 
% 
Sales growth 
 
ROE 
 
* 2-year lag 
1-Canada 
2-Europe 
3-Asia 
4-Australia 
5-Lat Am 
6-Africa 
Regression 
analysis 
321 U.S. 
new 
ventures 
from 
multiple 
high-tech 
industries 
Partial 
+ 
(ROE) 
 
+ 
(Sales growth) 
Kwok & 
Reeb (2000) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Portfolio 
theory 
FATA Risk 
measure 
based on 
standard 
deviation of 
ROS and 
ROA 
Not 
specified 
Regression 
analysis 
1,921 firms 
from 32 
countries 
from 
Disclosure 
Worldscope 
Database 
- 
(U.S. firms) 
 
+ 
(emerging 
market firms) 
Pantzalis 
(2001) 
Internalisation 
theories 
 
Eclectic 
paradigm 
Counts:  
country and 
FDI  
 
Tobin’s q 
 
Excess q 
1-NAFTA 
2-EU 
3-WEurope 
4-Adv Asia 
5-Other Asia 
6-EEurope 
7-C/SAmerica 
8-Africa 
Regression 
analysis 
420 U.S.-
based 
mining and 
manufacturing 
MNEs in 
1990 
+ 
(in developing 
regions) 
 
O  
(in developed 
regions) 
Lu & 
Beamish 
(2001) 
Contemporary 
FDI  
 
Network 
theories 
 
Counts:  
country and 
FDI  
 
ROA 
 
ROS 
 
From 1986-
1997 
Not 
specified 
Regression 
analysis 
164 
Japanese 
SMEs in 
early 
internationalis
ation stages 
U 
For a 
suggested 
 
 
Kotabe et al 
(2002) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
FITI (Foreign 
Income to 
Total 
Income) 
ratio 
ROA 
 
Sales to 
Operating 
Costs ratio 
Not 
specified 
Time series 
cross-
sectional 
data analysis 
49 U.S. 
companies 
in 12 
industries 
1987-1993 
+ 
Denis et al 
(2002) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Portfolio 
theory 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type  
 
Excess value 
measure 
Not 
specified 
Regression 
analysis 
44,288 U.S. 
firm-years 
from 1984-
1997 
- 
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Notes 
Internationa
lisation 
Measures 
Performance 
Measures 
International 
Segmentation 
Statistical 
Methodology 
Sample Summary 
Findings 
Contractor 
et al (2003) 
Contemporary 
FDI  
 
Eclectic 
paradigm 
 
Evolutionary 
theories 
 
Composite 
index:  
eigenvector-
weighted 
FSTS, FETE 
(employees) 
and FOTO 
(offices) 
 
 
ROS 
 
ROA 
Not 
specified 
Pooled 
cross-
section/time
-series 
analysis in 
autoregressive 
model 
103 firms 
from the 
Directory of 
the World’s 
Largest 
Service 
Companies 
in 1980 
Broad 
validation 
for 
 
Capar & 
Kotabe 
(2003) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type  
 
ROS Not 
specified 
Hierarchical 
regression 
using 
ordinary 
least 
squares 
estimation 
81German 
firms from 4 
service 
industries 
from The 
Largest 500 
German 
Companies 
List from 
1197-1999 
U 
 
Hsu & Boggs 
(2003) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
FSTS 
(Foreign 
Sales to 
Total Sales) 
ratio type  
 
Counts:  FDI 
countries  
ROE 
 
ROA 
 
Profit 
Margin 
 
Total Asset 
Turnover 
Not 
specified 
Ordinary 
least 
squares 
regression 
118 U.S. 
firms from 
Hoover’s 750 
U.S. Major 
Public 
Companies 
1996-1998 
Refer to 
Table 1.1 
Lu & 
Beamish 
(2004) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
Composite 
measure 
based on 
counts:  
country and 
FDI  
 
ROA 
 
Tobin’s q 
Not 
specified 
Regression 
analysis - 
general 
linear 
squares  
1,489 
Japanese 
firms from 
1986-1997 
 
 
Thomas & 
Eden (2004) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
Composite 
index of 
FSTS, FATA, 
country 
counts 
ROA 
 
ROE 
 
Excess 
market 
value 
 
Average 
market 
value 
Not 
specified 
Pooled, 
cross-
section 
time-series 
regression 
151 U.S. 
manufacturing 
firms from 
the S&P 500 
from 1990-
1994 
 
 
Christophe 
& Lee (2005) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Eclectic 
paradigm 
 
Evolutionary 
theories 
Sullivan’s 
(1994) 
composite 
measure, 
where ratios 
computed at 
3-year 
averages 
Tobin’s q Not 
specified 
Ordinary 
least 
squares 
regression 
74 U.S. 
manufacturing 
firms from 
Forbes’ The 
100 Largest 
Multinationals 
from 1979-
1990 
U 
Where only 
FATA is 
important 
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Notes 
Internationa
lisation 
Measures 
Performance 
Measures 
International 
Segmentation 
Statistical 
Methodology 
Sample Summary 
Findings 
Gerpott & 
Jakopin 
(2005) 
Eclectic 
paradigm 
FRTR 
(revenue 
ratio) 
 
FETE 
(employee 
ratio) 
 
FATA 
 
FSubTSub 
(subscriber 
ratio) 
 
Counts:  
country and 
FDI 
EBITDA 
margin 
(EBITA/Rev) 
 
EBIT margin 
(EBIT/Rev) 
 
ROA (before 
tax) 
 
ARPU 
(average 
revenue per 
user) 
Not 
specified 
Multivariate 
regression 
analysis 
14 European 
mobile 
network 
operators 
from 1997-
2003 
O 
Brock et al 
(2006) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
FETE 
(employee 
ratio) type  
 
Counts:  
country & 
FDI 
PEP (profits 
per equity 
partner) 
 
ROS 
Not 
specified 
Hierarchical 
regression 
76 U.S. and 
13 U.K law 
firms ∩ all 
∩ U.S. 
U U.K. 
Chiao et al 
(2006) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
 
Network 
theories 
ESR (export 
sales ratio) 
ROS Not 
specified 
Regression 
analysis 
1,419 
Taiwanese 
SMEs in 
1996 
∩ 
Elango 
(2006) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
FSTS Gross profit 
margin 
Not 
specified 
Regression 
analysis 
719 firms 
from 12 
emerging 
markets 
∩ mftg 
+ svc 
Hsu (2006) Contemporary 
FDI  
 
Internalisation 
theories 
 
Eclectic 
paradigm 
 
Evolutionary 
theories 
FSTS ROE Not 
specified 
Regression 
analysis 
255 global 
pharmaceutic
al/ 
biotechnology 
companies 
1996-2000 
+ 
 
 
  
 Internationalisation and Performance  Page | 134  
Sandra Seno-Alday  2011 
 
 
Citations Theoretical 
Notes 
Internationa
lisation 
Measures 
Performance 
Measures 
International 
Segmentation 
Statistical 
Methodology 
Sample Summary 
Findings 
Bausch & 
Krist (2007) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Eclectic 
paradigm 
 
Evolutionary 
theories 
Ratio types 
 
Count types 
 
Entropy 
types 
 
Other 
indices 
ROA 
 
ROS 
 
ROE 
 
Sales growth 
 
Capital 
market 
 
ROI 
 
Other 
returns 
 
Other 
growth 
Not 
specified 
Meta 
analysis 
36 studies 
from 1979-
2004 with 
firms from 
America, 
Europe, 
Japan, and 
Rest of the 
World 
+ 
Ruigrok et al 
(2007) 
Evolutionary 
theories 
FSTS ROA (pre-tax) Not 
specified 
Panel data 
analysis 
pooling time 
series & 
cross-
sectional 
data 
87 medium- 
to large 
Swiss 
manufacturing 
MNEs 1998-
2005 
 
 
Elango & 
Sethi (2007) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
FSTS Gross profit 
margin 
 
Operating 
profit 
margin 
Not 
specified 
Regression 
analysis 
1,721 
technology-
intensive 
firms from 
16 countries 
1998-2000 
+  
Small Home, 
extensive 
trade 
 
∩  
Larger 
Home, 
moderate 
trade 
Lopez-
Duarte & 
Garcia-Canal 
(2007) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Eclectic 
paradigm 
FDI 
announcem
ent 
Abnormal 
returns on 
stock price 
1-EU 
2-OECD 
3-Latin Amer 
4-ROW 
Event study; 
z statistic 
56 publicly-
listed 
Spanish 
firms 1990- 
+  
wholly-owned 
greenfields 
 
-  
culturally & 
politically 
distant FDI 
Chang 
(2007) 
Contemporary 
FDI  
 
Evolutionary 
theories 
 
* incorporates 
product 
diversity 
analysis 
FSTS 
 
FATA 
 
*regionally 
disaggregated 
ROS 1-Asia-
Pacific 
 
2-Outside 
Asia-Pacific 
Cubic 
regression 
analysis 
115 Asia-
Pacific MNEs 
1998-2002 
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Internationa
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Performance 
Measures 
International 
Segmentation 
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Methodology 
Sample Summary 
Findings 
Zhou et al 
(2007) 
Contemporary 
FDI  
 
Evolutionary 
theories 
 
Network 
theories 
Outward 
and inward 
international
isation 
orientation 
based on 
interviews 
Export 
growth 
 
Profitability 
growth 
 
Sales growth 
Not 
specified 
Structural 
equation 
analysis 
129 Chinese 
manufacturing 
SMEs from 
Zhejiang 
province 
+ 
Contractor 
et al (2007) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
FSTS ROE 
 
ROA 
 
ROS 
Not 
specified 
Pooled 
cross-
section time 
series 
analysis 
269 Indian 
firms 1997-
2001 U 
Venzin et al 
(2008) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
Composite 
international
isation index 
of FSTS, 
FATA, FETE 
ROE 
 
ROA 
 
Cost-income 
ratio 
 
Share price 
Not 
specified 
Comparative 
micro 
analysis 
14 
multinational 
European 
banks 
Significant 
relationship 
variations 
among 
individual 
banks 
Brock & 
Yaffe (2008) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
FETE type (% 
foreign 
lawyers) 
 
Counts:  
country & 
FDI 
PEP (profits 
per equity 
partner) 
 
PEP growth 
 
Revenue 
growth 
Not 
specified 
Regression 
analysis 
89 largest 
law firms in 
The 
American 
Lawyer & 
Legal 
Business 100 
2001-2003 
O 
Chiao et al 
(2008) 
Contemporary 
FDI  
FSTS type  Profitability 
(categorical 
measure) 
Taiwan 
 
Outside 
Taiwan 
Ordinary 
least 
squares 
regression 
920 
Taiwanese 
subsidiaries 
in China 
+ 
Qian et al 
(2008) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
* incorporates 
product 
diversity 
analysis 
Entropy type 
regional 
diversification 
measure 
ROA (after-
tax) 
 
ROS (after-
tax) 
1995 World 
Bank 
regional 
classifications 
Regression 
analysis of 
panel data 
189 U.S. 
MNEs from 
Fortune 500 
1996-2000 
∩ 
Hsu & 
Pereira 
(2008) 
Contemporary 
FDI  
 
Evolutionary 
theories 
FSTS 
 
FProfitTProfit 
 
FATA 
 
*categorical 
classification 
in increments 
of 10%; where 
>60% highest 
ROS 
 
ROI 
 
ROE 
 
*categorical 
classification; 
qualitative 
comparative 
assessment 
versus top 3 
competitors 
Not 
specified 
Regression 
analysis 
110 firms 
from 
Directory of 
American 
Firms 
Operating in 
Foreign 
Countries 
+ 
 
  
 Internationalisation and Performance  Page | 136  
Sandra Seno-Alday  2011 
 
 
Citations Theoretical 
Notes 
Internationa
lisation 
Measures 
Performance 
Measures 
International 
Segmentation 
Statistical 
Methodology 
Sample Summary 
Findings 
Kumar & 
Singh (2008) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Eclectic 
paradigm 
 
Evolutionary 
theories 
FSTS ROS 
 
ROA 
 
ROE 
Not 
specified 
Pooled 
cross-
section time 
series 
regression 
analysis 
75 Indian 
pharmaceutic
al firms  U 
 
With 
indicative 
support for  
 
Pangarkar 
(2008) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
Herfindahl 
type based 
on regional 
sales 
 
Sales 
proportions 
weighted by 
regional 
“distance” 
Composite 
measure of 
 
1-ROS 
2-Sales 
growth 
3-Foreign 
profits 
4-Profit 
growth 
5-ROA 
6-Experience 
& knowledge 
gained from 
foreign 
operations 
 
* weighted 
according to 
strategic 
importance to 
SME 
1-SE Asia 
2-Rest of 
Asia 
3-Europe 
4-Americas 
5-Rest of 
World 
Regression 
analysis 
 
*2004perform
ance, lagged 
by 1 year 
given 2003 
internationalis
ation data  
94 
Singaporean 
firms  from 
Singapore 
SME 500 
+ 
Gande et al 
(2009) 
Internalisation 
theories 
 
* incorporates 
industrial 
diversity 
analysis 
FSTS 
 
Counts:  
geographic 
segments 
Tobin’s q Not 
specified 
Ordinary 
least 
squares 
regression 
7,233 U.S. 
MNEs 1994-
2002 + 
Chen & Hsu 
(2009) 
Contemporary 
FDI  
 
Evolutionary 
theories 
Counts:  
country and 
FDI 
EBIT Not 
specified 
Regression 
analysis 
224 
Taiwanese 
high 
technology 
firms from 
2000-2005 
∩ 
Inflection 
point at 10.5 
countries 
Rugman & 
Oh (2009) 
Contemporary 
FDI  
 
Internalisation 
theories 
 
Evolutionary 
theories 
FSTS 
 
RSTS 
(regional 
sales) 
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Figure 4.1  Extant Findings on Internationalisation-Performance (1971-2009) 
 
 
  
As summarised in Figure 4.1, a superficial scan of the findings on the nature and 
shape of the relationship between internationalisation and performance shows persistent 
disagreement in the literature in the past 40 years.  While earlier studies have focused on 
examining a linear relationship, more recent studies have focused on examining more 
complex shapes of the relationship (such as sigmoid and sinus shapes).  This may be 
attributed to attempts by scholars to reconcile earlier disagreements in the literature.  This 
may also point to an implicit acknowledgement of the complex nature of the relationship, 
and hence a need to explore more complex forms of the relationship.   
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However, a closer, more in-depth examination of the studies yields critical clues as to 
the reasons behind the persistent disagreement in the literature regarding the nature and 
shape of the relationship between internationalisation and performance.  An analysis of 
Table 4.1 reveal that the reasons cluster around 3 major areas:   
(1) differences in the theoretical foundations and theoretical frameworks 
employed;  
(2) differences and issues around the operationalisation and measurement of the 
internationalisation and performance variables; and  
(3) differences in the research designs and methodologies.   
The following discussion will examine each of these reasons in light of the results of the 
content analysis of extant internationalisation and performance studies conducted in this 
chapter. 
 
Theoretical Foundations.  Extant studies exploring the relationship between 
internationalisation and performance clearly draw from the entire range of international 
business theories discussed in Chapter 3 (Figure 4.2).  However, consistent with the 
theoretical review conducted in the previous chapter, the most influential theoretical 
streams that have underpinned internationalisation-performance studies are contemporary 
FDI theory (32%) and internalisation theories (29%), both of which draw heavily on the 
resource-based view of the firm.  Together, these theoretical streams have influenced a 
significant majority of about 61% of studies conducted over about 40 years.  A significant 
minority of studies (17%) has drawn on evolutionary or knowledge-based theories, while the 
eclectic paradigm (6%) and network theories (3%) have been tested in a much smaller 
proportion of studies.  Interestingly, 8% of the studies reviewed go beyond a 
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straightforward exploration of the relationship between internationalisation and 
performance, opting instead to examine the interaction between internationalisation and 
product diversity and the resulting impact on performance.  Finally, the influence of finance 
on this research area is clear in 4% of the studies that extend and test portfolio theory 
(Markowitz, 1952) on the internationalisation-performance relationship.   
The variety of theoretical foundations employed in extant studies clearly indicates 
that the internationalisation-performance body of literature draws from a broad range of 
theoretical frameworks and assumptions.  Extant studies test a variety of 
internationalisation theories, and because each of these theories has a different set of 
underlying assumptions about the firm and how it internationalises, it should therefore not 
be surprising to find a variety of answers to the question on the relationship between 
internationalisation and performance (even if a closer examination of the research design 
and operationalisation of variables is not conducted).  For example, internationalisation 
driven by resource exploitation (explained largely by contemporary FDI theories) will have a 
different set of expected performance implications compared to internationalisation driven 
by efficiency-seeking (explained largely by, say, internalisation theory).   
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Figure 4.2  Theoretical Foundations of Internationalisation-Performance Studies  
 
 
The range of answers to the question is further complicated by the fact that some 
studies explore the interaction of product diversity and internationalisation.  It would 
certainly not be surprising to find that the impact of a single variable (internationalisation) 
on performance will be different from the impact of the interaction of two variables 
(internationalisation and product diversity) on performance.  Finally, studies that extend 
portfolio theory (Markowitz, 1952) will necessarily adopt a very specific definition of 
internationalisation that aligns with the concept of diversification which is central to 
portfolio theory.  As Hennart (2007) pointed out, internationalisation is not necessarily the 
same as international diversification, although the latter may be viewed as a very specific 
pattern or type of the former. 
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Operationalisation and Measurement.  The variety of theoretical foundations 
employed in extant studies of internationalisation and performance will necessarily have an 
impact on the way that the key variables of internationalisation and performance are 
operationalised and measured.  The analysis of the sample of extant studies in this chapter 
reveals that a wide range of measures have been employed to operationalise the definition 
of an “international” company and determine its degree of internationalisation (Figure 4.3).  
These measures range from fairly straightforward country counts (21%) to more 
sophisticated measures of dispersal such as entropy measures (6%) and Herfindahl-
Hirschman type indices (3%).  There have also been some studies that have employed 
composite measures of internationalisation (10%) such as the measure proposed by Sullivan 
(1994). 
However, more than half of the studies analysed (57%) employ ratios to measure the 
degree of internationalisation of a firm.  Ratios have been used to determine the proportion 
of a company’s international activities to its total operations (that is, the sum of its domestic 
and international activities).  While the ratio has been, by far, the most commonly employed 
measure of internationalisation, there remains much diversity in terms of the proxy 
variables used to capture a firm’s operations or activities.  As Figure 4.3 shows, the proxy 
variables used have mainly been sales, profits, assets and employees, with sales as the most 
popular proxy variable used in 64% of extant studies that have employed the ratio as an 
internationalisation measure.   
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Figure 4.3  Extant Measures of Firm Internationalisation 
 
  
It is also most interesting to note that while the ratio is a continuous measure in 
statistical terms (that is, yielding any whole or fractional number between the range of 0 – 1 
and treated as an interval data type in statistical tests) (Bowerman & O'Connell, 2003), it has 
not always been consistently utilised as such in all the studies that employ it.  In early 
studies in particular (see for example (Vernon, 1971) the computation of the ratio of a firm’s 
international activities to its total operation was conducted only as an intermediate step to 
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ultimately determining whether a firm could be classified as an international or domestic 
firm.  If the resulting ratio of international activity to total activity exceeded a 
predetermined cut-off point (e.g. 10%), then the firm was classified as international.  These 
studies then proceeded to compare the performance of the firms collectively classified as 
international with that of firms classified as domestic.  The ratio (a continuous measure) is 
used by these studies to categorise firms into groups, thus generating nominal data which is 
then used for statistical analysis. 
This practice of calculating ratios as a means to determining the eligibility of firms to 
be classified into predetermined categories was employed in the regionalisation-
globalisation studies led by Rugman (2000).  In these studies, the ratio of a firm’s 
international sales (or assets) to total sales (or assets) was calculated in order to determine 
if a firm would be classified as global, home region-oriented, host region-oriented or bi-
regional (see Table 1.2).  As discussed in Chapter 1, this approach has come under some 
criticism due to the arbitrary nature of setting cut-off points for classification purposes 
(Osegowitsch & Sammartino, 2008).  At best, the review in this chapter has found 
inconsistent attempts to use the ratio as a continuous measure to distinguish between 
degrees of internationalisation within a spectrum (rather than among categories) and the 
resulting impact on performance.   
 There have also been marked differences in approaches to treating operational 
locations, particularly with regard to the extent to which international operations are 
disaggregated into specific sub-segments.  As Figure 4.4 shows, the vast majority of studies 
reviewed (74%) do not specify any form of geographic (or regional) sub-segmentation of 
firms’ international operations.  This points to a very important implication: that the 
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potential impact of the direction or location of internationalisation efforts on the 
internationalisation-performance relationship has not been treated as a significant 
extraneous or moderating variable in the majority of internationalisation-performance 
studies.  On the other hand, a significant minority of studies in the literature (26%) do 
acknowledge the potential impact of the location of international operations, particularly 
with regard to operational spread or dispersal.  However, there is much diversity in 
approaches to defining these operational segments and determining which among these 
segments are relevant. 
Figure 4.4  Segmentation of International Operations 
 
 
Among the studies that attempt to introduce some segmentation into international 
operations, there has been little consensus as to which locational segments are significant 
and relevant in determining the impact of internationalisation patterns on performance.  
Some studies have disaggregated a firm’s international operations according to segments 
predefined by institutions such as the World Bank, while others have used company-
reported segments as a basis for the subdivision of international operations.  There are 
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studies that segment international operations according to trade or political regions (e.g. 
NAFTA, ASEAN, EU) while others base the segmentation according to more conventional 
geographic regions (e.g. Asia, Europe, Americas).  In addition to not having clear consensus 
as to the most appropriate or relevant method of segmenting international operations, 
there is also notably some confusion in terms of the consistency of the unit of geographic 
segmentation employed even within a single study.  In some studies for example, 
international operations have been differentiated into “regions” which have been defined 
according to both conventional geographic regions and countries, such that a country in 
itself constitutes one of the “regions” (e.g. Asia, Europe, Latin America, Canada).  This lack of 
consensus and consistency in international operation segmentation leads to a lack of 
comparability among internationalisation-performance studies, which in turn unsurprisingly 
leads to a lack of consensus on the nature of the internationalisation-performance 
relationship. 
The recent regionalisation-globalisation efforts of Rugman et al have emerged from 
among studies that segment international operations on more conventional geographic 
segments.  The regionalisation-globalisation literature is unique in that it specifically 
examines internationalisation patterns along intra-regional versus inter-regional lines, with 
a particular focus on the role of the home region in internationalisation.  The early studies of 
Rugman (see for example Rugman (2000) were also characterised by the lack of consistency 
in the unit of geographic segmentation employed, with international presence (using the 
proxy variable of revenues) segmented into America, Europe and Japan.  Scholars justified 
this approach by noting that the volume and flow of international trade was largely 
dominated by these three “regions”.  The inconsistency in defining geographic regions was 
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pointed out by Westney (2006)and the method of segmentation was subsequently 
amended in later studies to Asia, Americas, and Europe.   
 Finally, the operationalisation and measurement of “performance” as the key 
dependent variable in internationalisation-performance studies have varied widely among 
the studies reviewed.  Figure 4.5 summarises the extant performance measures in the 
literature. As is the case with the measurement of “internationalisation” as the key 
independent variable discussed previously, there has also been no consensus as to the 
appropriate measure of international firm performance.  The most popular method of 
measuring performance is the calculation of a ratio (66%), derived by comparing two values 
against each other.  Returns, for example, represent a popular type of ratio where the dollar 
value of a company’s net profit is compared against the dollar value of its total sales (Return 
on Sales) or against the dollar value of its assets (Return on Assets).  Other types of ratios 
are also used in some studies such as the ratio of the dollar value of a company’s cost 
against the dollar value of its revenues. 
Other performance measures extant in the literature are market value-based (10%), 
which basically examines market-based indicators such as stock price as a proxy measure for 
international firm performance, growth indicators (9%) which capture the extent to which 
certain indicators (e.g. revenues or profits) have increased or decreased over time, and 
absolute profit figures (9%).  Finally, the least popular performance measures employed in 
the literature are risk measures (4%) and composite measures (2%), which are basically 
combinations of two or more measures described here. 
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Figure 4.5  Extant Measures of Firm Performance 
 
 
When these extant performance measures are further disaggregated into sub-types 
(Figure 4.6), the degree of diversity among the measures is even more apparent.  Among 
the ratio/ return-type measures, the most common measure employed is Return on Assets 
(26%) followed by Return on Sales (18%) and then Return on Equity (10%).  Less popular 
measures of this type are cost efficiency ratios (4%), portfolio returns (3%), other profit 
ratios (2%), returns on investment (2%), other revenue ratios (1%), and stock returns (1%).  
There is also diversity among growth measures, with different studies measuring growth in 
revenues (6%), profits (2%) or exports (1%).  Finally, there is no consensus as to whether or 
not performance measurement must be lagged against internationalisation.  Among studies 
that do introduce a time lag between measuring firm internationalisation and performance, 
there is no clear consensus as to whether performance measurement must be lagged by 
one year or three years.  The issue of whether to introduce time lags in performance 
measurement is also influenced by other aspects of the research such as the length of time 
Ratios and 
Returns
66%
Market 
Value
10%
Growth
9%
Profit/ 
Profitability
9%
Risk 
4%
Composite
2%
 Internationalisation and Performance  Page | 148  
Sandra Seno-Alday  2011 
 
 
within which firm performance is measured, as well as the characteristics of the time period 
within which the study is conducted.  Time periods are of particular significance in light of 
the impact of economic cycles, business cycles, political crises and economic crises (such as 
the recent global financial crisis of 2008) on both short- and long-term firm performance.    
 
Figure 4.6  Extant Measures of Firm Performance – Disaggregated into Sub-Types 
 
 
Research Design and Methodology.  In addition to diversity in the operationalisation 
and measurement of the key variables discussed above, there is also much diversity in the 
research designs and methodologies employed by extant internationalisation-performance 
studies.  The most notable difference is the application of univariate versus multivariate 
approaches among the different studies reviewed.  Some studies explore the impact of the 
single variable of internationalisation on performance, but there has also been much 
interest in the examination of the interaction effects between internationalisation and 
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product diversity on firm performance.  Along with internationalisation, other studies 
explore the impact of moderating variables such as industry effects and country-of-origin 
effects on performance.  Other differences related to research design and methodology 
include the use of different statistical tools (ranging from simple descriptive statistics to 
regression analyses) within differing time frames (that is, cross-sectional versus longitudinal 
analyses).  Finally, there are also expected differences in the size of the samples studied, the 
industries and countries represented, and the sizes of firms within samples. 
While the review in this chapter is by no means an exhaustive review of the 
literature on the relationship between internationalisation and performance, it serves to 
highlight that the fundamental differences in the underlying theoretical foundations, 
operationalisation and measurement approaches, and research designs and methodologies 
employed explain the persistent disagreement in the internationalisation-performance 
literature.  In fact, the ambiguity in the theoretical underpinnings of extant studies is itself 
reflected in the variety of measures of internationalisation and performance used and the 
variety in which the same measures are methodologically employed across different studies. 
Therefore, the results of the review in this chapter support the findings of Thomas and Eden 
(2004) who pointed out the variety in the conceptualisations of the phenomenon of 
internationalisation in the literature.  The lack of consensus on the appropriate measures of 
internationalisation and performance may also be interpreted as related to some degree of 
confusion on the validity and reliability of extant operationalisation and measurement 
approaches, thus explaining the lack of true replication and testing in the literature.  Indeed, 
the debate on the appropriate internationalisation measure to employ is a distinct sub-
theme in the internationalisation-performance body of literature as evidenced by the work 
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of Kim (1989), Vachani (1991) and Sullivan (1994), among others.  It can be concluded, 
therefore, that whilst there are a great number of studies that comprise the 
internationalisation-performance literature, there have been very few attempts to truly 
replicate and test past studies, leading to the non-generalisability of extant findings. 
 
Focus:  Do the Measures Measure Up? 
 Given the discussion in the previous section, this thesis argues that the way forward 
to extend the frontiers of the internationalisation-performance debate is to focus on the 
identification of best practices in operationalisation and measurement approaches that are 
very clearly theoretically grounded, rigorous, valid and reliable.  This should, in turn, pave 
the way for empirical research to productively flourish.  This thesis specifically focuses on 
the operationalisation and measurement of internationalisation, given that this 
phenomenon is central to the field of international business and a defining aspect of its 
identity as argued in Chapter 2. 
The exploration of ways to measure firm internationalisation has produced a small 
but distinct body of literature in international business.  As discussed above, however, the 
past 50 years of research in the field has not resulted in any consensus on the most 
appropriate measure of internationalisation.  Notable efforts of scholars such as Jacquemin 
and Berry (1979), Kim (1989), Vachani (1991) and Sullivan (1994) to develop measures of 
internationalisation have not found broad application in the international business field in 
general and in the internationalisation-performance literature in particular.  Efforts to 
develop measures of firm internationalisation that are indigenous to international business 
have also been constantly plagued by issues surrounding data availability and sensitivity to 
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accounting standards and practices.  Scholars have had to grapple with problems related to 
obtaining consistent and comparable data in a sample of reasonable size given that the 
quality and quantity of available data is always subject to financial reporting practices that 
tend to vary across countries, industries and individual companies.  This problem is 
particularly complicated in efforts to obtain samples of firms from various countries, given 
that individual countries tend to have a unique set of accounting standards and practices 
thus resulting in a lack of comparability of firm-level data across countries.  This problem of 
cross-country variations in accounting practices has partly been addressed in the past 
decade with the gradual convergence of accounting practices into a global set of financial 
reporting standards that has been adopted by an increasing number of countries around the 
world.  The convergence of international financial reporting standards, however, does not 
completely eradicate the problem of data consistency and comparability given that the 
international financial reporting standards themselves still allow individual companies some 
degree of flexibility in reporting conventions.  This results in the continued occurrence of 
variations in reporting arising from differences in internal company reporting practices.  
Hence, the field of international business continues to be faced with the challenges posed 
by limitations in data availability even as it continues to search for the most valid and robust 
measure of firm internationalisation. 
 This thesis argues that the quest for the elusive objective  measure of firm 
internationalisation (Ghauri & Gronhaug, 2005) that best captures the phenomenon must 
be anchored on a clear and theoretically grounded conceptualisation of the phenomenon 
itself.  This theoretical conceptualisation must then prescribe the (1) the kind of information 
that a measure of internationalisation must capture; and (2) the properties of the measure 
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that will inform the selection of an appropriate method of measurement whose properties 
are able to best capture and measure the various theoretical dimensions that make up the 
nature of the phenomenon of internationalisation.  Thus, (1) the theoretical 
conceptualisation of internationalisation and (2) the identification of the properties of a 
good measure of internationalisation jointly inform the drawing up of a set of criteria 
against which extant measures of internationalisation can be validly assessed.  This set of 
assessment criteria can also be used to evaluate new proposed measures of 
internationalisation that may be put forward in the future.   
 
Internationalisation:  Conceptualisation and Measurement 
The conceptualisation of internationalisation in international business theories has 
been extensively discussed in Chapter 3.   In summary, the following conclusions were 
made: 
(1) First, internationalisation is not a random event, but a conscious decision 
undertaken by a firm as it operates in foreign environment characterised by 
imperfection, uncertainty and competition; 
 
(2) Second, internationalisation is a decision that is made by a profit-seeking 
entity that ultimately aspires for economic gain; 
 
(3) Third, internationalisation clearly comes at a cost (mainly the costs absorbed 
by the firm in its efforts to overcome its liability of foreignness, and to 
acquire and manage resources); and   
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(4) Fourth, as a logical extension of all of the above, location characteristics 
matter in internationalisation because resources that firms aspire to acquire 
and derive efficiencies or advantages from are location-specific (whether 
“location” means geographic location or network location), while firm-
specific resources (such as a firm’s tacit knowledge) are exploited by the firm 
in location-specific markets.  This conclusion finds support in Dunning’s 
(1998) call to bring location consciously into international business research. 
 
 Given the nature of the internationalisation phenomenon, therefore, what 
information must a measure of internationalisation capture and what should the properties 
of this measure be?   
 Scale.  Internationalisation theories of international business highlight the 
foreignness of the international environment and the challenges that a firm faces as it 
attempts to operate effectively in the foreign environment.  In light of this, an 
internationalisation measure must capture the magnitude or depth of a firm’s 
internationalisation effort, which in effect reflects the degree to which a firm is able to 
overcome the foreignness of the international environment and compete within the foreign 
environment as a native or a “near-native” player.  It is important to clearly point out here 
that internationalisation theories require a very specific measure of scale:  that is, one that 
considers both the nature of the foreign environment and the degree to which the firm is 
able to overcome the challenges of this foreignness.  It is not enough for a measure of 
internationalisation to simply indicate the degree to which a firm’s operations is located 
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internationally.  It also requires that the international component of operations be clearly 
identified within the context of certain attributes of the international environment.   
Scope. The need to put the nature of internationalisation of a firm within the context 
of the nature of the international environment has been at the heart of the regionalisation-
globalisation debates led by Rugman, Ghemawat and other scholars.  Rugman (2000) argued 
that a firm whose international operations accounted for 80% of its total sales may not 
necessarily be a “truly global” firm.  From the standpoint of magnitude, this firm would 
appear to have substantial international scale.  However, if its international sales were to be 
put in the context of the various geographic regions in the world, it may be found that while 
80% of this firm’s sales are made outside its home country, these sales may in fact be 
predominantly composed only of home region sales.  Considering this, Rugman (2000) then 
concludes that this firm cannot be referred to as a “truly global” firm in the sense that it has 
operations that span all the major geographic regions in the world.  Given the distribution of 
its international sales, this firm is more appropriately classified as a regional player (more 
specifically, a home regional player).  The Rugman et al studies within the regionalisation-
globalisation literature have thus made a very significant contribution to the 
internationalisation-performance debate by highlighting the importance of measuring 
internationalisation accurately:  a measure of internationalisation must not only provide 
information on scale but also incorporate an indication of internationalisation scope 
(breadth or span).  This is because the international environment of a firm is not one 
homogeneous foreign environment but an array of many heterogeneous environments, 
each with its own unique characteristics whose individual foreignness must be grappled 
with by the international firm.  In fact, Rugman (2000) clearly argues that a truly global firm 
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is able to achieve both internationalisation breadth and depth.  This is consistent with the 
argument in this thesis that a measure of internationalisation must contain information on 
both scale (depth) and scope (breadth). 
Concentration.  Given the discussion above, this thesis proposes that a measure of 
internationalisation that incorporates information on both scale and scope (reflecting an 
internal dimension of a firm taken in the context of an external environment attribute) must 
therefore share the properties of a measure of concentration.  This is because measures of 
concentration specifically attempt to capture the intensity of economic activity (e.g. 
production) within the context of a certain attribute of the environment (e.g. number of 
players in a particular industry).  Drawing on the work of Hall and Tideman (1967), it is 
therefore proposed that as is the case with measures of concentration, a measure of 
internationalisation must have the following properties: 
Provide Unidimensionality.  A measure of internationalisation must only capture a 
single dimension of a firm (e.g. sales) against a specific environmental attribute (e.g. 
market size).  The unidimensionality of the measure ensures clarity and 
unambiguousness, which is a critical requirement in empirical studies involving the 
variable of internationalisation. 
Reflect Relative Proportions.  As discussed previously, a measure of 
internationalisation must capture the proportion of a certain firm-specific dimension 
relative to certain environmental attributes.  The measure must not only capture 
scale but also scope, which is determined by disaggregating the international 
environment into a specific number of regions.  A measure of internationalisation 
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must, therefore, be a function of the relative proportions of a firm-specific attribute 
(e.g. sales) across each of the specified regions.   
Incorporate Changes in Relative Proportions.   Given that a measure of 
internationalisation must be a function of relative proportions, the resulting 
internationalisation measure must be therefore affected by any change in 
proportions across regions.  This means that the resulting measure of a firm’s 
internationalisation must increase or decrease depending on how the proportions 
across geographic regions change.   
Incorporate the Number of Regions. Because the measure of a firm’s 
internationalisation is a function of the relative proportions of a certain attribute 
across a certain number of geographic regions, the measure must also be sensitive to 
any change in the number of specified regions in the environment.   
Continuous measure with a range from 0 – 1.  Finally, Hall and Tideman (1967) 
recommend that a measure of concentration must be a continuous measure yielding 
a value between 0 – 1 for ease of use in empirical studies. 
  
In summary, this thesis proposes that given the conceptualisation of the 
phenomenon of internationalisation in extant international business theories, a meaningful 
measure of internationalisation must contain information on the degree or extent of a firm’s 
international spread relative to the international spread of a selected factor.  The measure 
must basically compare a specific internal attribute of a firm (e.g. sales) to the attributes of a 
relevant factor in the firm’s external environment (e.g. market size), and express both the 
international scale and scope of these attributes.  This measure would thus operationalise 
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the conceptualisation of internationalisation in theory because it acknowledges and 
highlights the non-random and locational nature of the phenomenon:  that is, the process of 
internationalisation is a rational effort that takes into careful consideration the 
attractiveness of specific characteristics of potential target locations (external to the firm) 
against the perceived costs of internationalisation (absorbed internally by the firm).  This 
assessment is made with the ultimate economic objectives of the firm in mind.  As the firm 
is ultimately motivated by economic gain, international expansion targets must be very 
carefully considered because the internationalisation process comes at a cost.  The firm 
needs to ensure that any investment associated with internationalisation must eventually 
yield some returns; hence, the attractiveness of the international expansion location targets 
will determine the firm’s perceived ability to realise those returns.   
 Measuring internationalisation solely using a “firm-centric” attribute (e.g. 
international spread of sales alone) that is divorced or removed from any reference to any 
attribute of the international environment external to the firm can be considered a 
“dangling measure”, unable to capture the nature of the internationalisation process that is 
so central to international business theories.  It is only when the locational pattern of 
internationalisation established by a “firm-centric” attribute is compared against a 
locational pattern of a specific international environment attribute that the nature and logic 
of the internationalisation effort is fully clarified and brought to the fore.  This, however, 
requires a relevant match between the internal firm attribute and the external environment 
attribute that are compared by the measure.  For example, the geographic dispersal of firm 
sales can be compared to the geographic dispersal of markets, thus reflecting information 
on the extent of the firm’s ability to exploit its advantages and overcome its liability of 
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foreignness to capture international markets.  This measure allows the researcher to make 
conclusions about both internationalisation scope (breadth, or the number of markets in 
which the firm has a presence) and scale (depth, or the extent of market involvement that a 
firm has in a particular market, represented by market share), and is thus superior to other 
measures that can capture only either scale or scope.   
Finally, in consideration of the fact that a firm is a profit-seeking entity, this thesis 
argues that a measure of internationalisation that incorporates both scale and scope and 
possesses the properties of a measure of concentration is better able to provide an 
indication as to the degree of internationalisation a firm must achieve in order for it to 
recover the costs associated with internationalisation.   
Armed with this theoretically-grounded set of characteristics of a measure of 
internationalisation, the final section in this chapter will make an assessment of extant 
measures against each of the properties discussed above. 
 
An Assessment of Extant Internationalisation Measures 
The comprehensive review of extant internationalisation-performance studies from 
1971 to 2009 in this chapter showed that a wide variety of internationalisation measures 
have been employed and supports the findings of other scholars such as Bausch and Krist 
(2007).  The review found that the internationalisation measures extant in the literature are: 
1. The ratio type measure (57%) that uses a proportion or percentage of 
foreign operations versus total operations to denote the firm’s degree of 
international engagement.  As discussed in the findings above, there have 
been various ways of operationalising firm “activities” in deriving the ratio, 
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the most common of which is firm sales.  Hence, the most commonly 
employed ratio to measure internationalisation is the Foreign-to-Total Sales 
ratio (FSTS); 
2. A count measure (21%) which is basically a tally of the number of countries in 
which a firm operates, usually determined by the presence of one or more 
subsidiaries in that country; 
3. A concentration type measure of internationalisation (collectively 9%), 
calculated as an entropy type measure (6%) or a Herfindahl-Hirschman (HH) 
type measure (3%), both based on approaches that determine degrees of 
concentration of economic activity; 
4. A composite type measure (10%), which is usually derived by calculating an 
aggregate of two or more ratios, with each ratio representing a particular 
dimension of internationalisation.  A classic example is the measure proposed 
by Sullivan (1994) 
5. Finally, the categorical type measure of internationalisation creates nominal 
categories into which individual firms are classified.  An example is the early 
categorisation system employed by Vernon (1971) which was a rudimentary 
“domestic firm” versus “international firm” classification system based on a 
firm’s foreign-to-total sales ratio (that is, firms that obtained more than 10% 
of their sales overseas were classified as “international” and the rest were 
classified as “domestic”).  Another more recent example is the regionally-
based classification system developed by Rugman (2000) which groups firms 
into four categories: 
 Internationalisation and Performance  Page | 160  
Sandra Seno-Alday  2011 
 
 
 
Global  Firms that have sales of 20% or more in each of 
the three regions in the triad, but less than 50% 
in any one region 
Home region oriented Firms that have at least 50% of their sales in their 
home region  
Bi-regional Firms with at least 20% of their sales in each of 
two regions, but less than 50% in any one region 
Host region oriented Firms that have more than 50% of their sales in a 
region other than their home region 
  
The key to understanding the source of the disagreement among the measures 
about the degrees of internationalisation achieved by the firms in the same sample is to 
determine what kind of internationalisation information is embodied in each measure and 
compare this against the proposed attributes and properties of a measure of 
internationalisation discussed above.  On close inspection, it is clear that each of the five 
extant measures in the internationalisation-performance literature embodies very different 
types of internationalisation information; hence, it should not be surprising that the degree 
of internationalisation of a firm in question may be vastly different if different measures are 
used.   
The ratio-type measure can capture the scale or intensity of a firm’s 
internationalisation (i.e., the magnitude to which the firm has operations outside the 
borders of its home country).  This measure of intensity, however, remains a firm-centric 
measure as it makes no effort to contextualise the intensity of a firm’s international 
operations or presence within the context of certain attributes of the international 
environment (such as market size).  It is perhaps best viewed as a measure of a firm’s 
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dependence on international operations, and offers an incomplete or limited view of 
internationalisation.  This measure also cannot capture the scope or degree of dispersal of a 
firm’s international activities across given geographic segments beyond the very 
rudimentary segmentation of “domestic” versus “international”.  It is not sensitive to the 
number of specified international geographic segments and because it employs a binomial 
classification system, it cannot in fact differentiate across different international segments 
because it simply aggregates all international segments into one homogeneous category.  
Apart from its ability to capture scale, the only other properties that it satisfies are that it is 
unidimensional and a continuous measure that yields a value between 0 and 1. 
Count measures, on the other hand, are able to effectively capture 
internationalisation scope or spread to practically an infinite number of international 
geographic segments. A count is unidimensional and certainly sensitive to any increase or 
decrease in the number of international segments or regions.  However, count measures 
cannot effectively provide any indication of international scale as it is not calculated as a 
function of relative proportions.  Finally, the ease with which a count measure can be 
employed and mathematically manipulated in empirical studies is inferior to other extant 
internationalisation measures. 
It is interesting to note that the theoretical strength of composite measures such as 
that proposed by Sullivan (1993) is precisely its empirical weakness.  Theoretically, 
composite measures are the most flexible of the extant internationalisation measures in 
that they are able to incorporate various dimensions and attributes into one 
internationalisation measure.  The Sullivan (1993) measure, for example, incorporates a 
firm’s foreign sales ratio along with other firm-specific indicators such as international 
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managerial experience into one composite internationalisation measure.  Empirically, 
however, it does not satisfy the requirement of unidimensionality, hence introducing a high 
degree of ambiguity into measurement and testing.  Composite measures have also come 
under criticism in that they are cumbersome to calculate, offering little advantage over the 
more conventional unidimensional measures of internationalisation such as the ratio 
(Ramaswamy, Kroeck, & Renforth, 1996).  Further, the various dimensions that a single 
measure attempts to incorporate are not always significant. 
The categorical measure proposed by Rugman (2000) is interesting, as it is able to 
identify the geographic direction to which a firm’s operations are concentrated (i.e., home 
region, host region, or dispersed across the three major geographic regions of Asia, America, 
and Europe).  Whilst this measure is sensitive to international regional segmentation, its 
ability to capture international dispersal or spread is diluted because of the inherently 
subjective and debatable process involved in determining thresholds for each defined 
category (Osegowitsch & Sammartino, 2008).  Nominal or categorical measures are also 
generally more difficult to statistically manipulate, hence allowing a much narrower scope 
of empirical research to be conducted.  Finally, one weakness of the Rugman measure that 
has been pointed out is that it distorts information on internationalisation intensity, as it 
folds in home country sales into home region sales thus tending to overstate the number of 
Home Region-oriented firms (Osegowitsch & Sammartino, 2008). 
The measures with the greatest potential to emerge as the best measure to capture 
the phenomenon of internationalisation as conceptualised in international business theories 
are the concentration-type measures such as the entropy measure and the Herfindahl-
Hirschman measure.  Because they are themselves measures of concentration, they satisfy 
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the properties of a measure of concentration (Hall & Tideman, 1967) discussed above.  
Because of the way in which conventional concentration measures are calculated, however, 
they are able to capture information on internationalisation scope but obscure information 
on scale.  Entropy and Herfindahl-Hirschman type measures in the literature calculate a 
measure of internationalisation concentration by taking the relative proportions of firm 
sales across various international geographic regions where each proportion is weighted by 
itself.  This means that the measure is still very much a firm-centric measure and does not 
sufficiently put firm dimensions within the context of environmental attributes.  Whilst it is 
able to capture scope, it offers little or no information on scale. 
 
Conclusions 
 A comprehensive review of the extant internationalisation-performance literature 
was conducted in the first part of this chapter, followed by a review focused specifically on 
internationalisation measures extant in the internationalisation-performance literature.  
This chapter finds that the persistent disagreement in the literature regarding the 
relationship between internationalisation and performance can be explained by differences 
in the theoretical underpinnings of various studies, the different approaches to the 
operationalisation and measurement of the key variables of internationalisation and 
performance, and varying research methods employed.  A major significant finding is that 
while the nature of the international environment and internationalisation locations figures 
prominently in the major international business theories, location in particular does not 
seem to figure prominently in empirical studies that investigate the internationalisation-
performance relationship.  In fact, the comprehensive review of the literature in this chapter 
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finds that only 26% of studies specify some form of international geographic segmentation 
(see Figure 4.4 above). 
 Based on the conceptualisation of internationalisation in international business 
theories discussed in Chapter 3, a set of characteristics and properties of a measure of 
internationalisation was proposed in this chapter, and an assessment of extant 
internationalisation measures against these properties was conducted.  It is concluded that 
extant internationalisation measures are unable to adequately capture the underlying 
theoretical assumptions regarding firm internationalisation as put forth by international 
business theories.  Whilst the conceptualisation of internationalisation calls for a measure of 
internationalisation to capture both scale and scope, all extant measures only effectively 
capture either scale or scope.  Another significant finding in this chapter is that while many 
extant measures attempt to capture the dimension of location, there has been limited 
success in capturing both location (as an indicator of internationalisation scope) and 
internationalisation scale within a single measure.  The next chapter focuses specifically on 
location as embodied in the conceptualisation of internationalisation, and the critical role of 
location characteristics in measuring firm internationalisation. 
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Chapter 5 The Impact of Location Characteristics on 
Internationalisation Measurement7
   
 
Having established the limitations of the internationalisation measures extant in the 
literature, this chapter focuses on the impact of international location characteristics on the 
measurement of the internationalisation phenomenon.  As established in the previous 
chapters, location plays a central role in international business theories and thus must be 
consciously considered in efforts to measure internationalisation.  This chapter empirically 
argues that international location characteristics (specifically market size and concentration) 
do in fact make an impact on internationalisation patterns and thus must be given due 
consideration and embodied in a measure of internationalisation.  This chapter paves the 
way for the significant contribution of this thesis, which is a new proposed measure of 
internationalisation. 
 
   
Introduction 
 As discussed in Chapter 4, the foreignness of the international environment figures 
prominently in international business theories.  It is the foreignness of the international 
environment that makes the internationalisation effort costly; hence, the firm must take 
due care in choosing the locations to which it will internationalise.  This is an important 
decision because the cost of internationalising to a particular location must be balanced 
against the gains or advantages that a firm can prospectively enjoy as it operates in that 
international location.  However, empirical studies have found little success in effectively 
incorporating location factors to measures of internationalisation.  While some measures 
are able to capture internationalisation scope (such as counts and concentration-type 
measures), none of the extant measures are able to capture both scope and scale.  Scope 
and scale are both functions of the firm’s international presence taken within the context of 
certain international locational characteristics, and are both dimensions of 
internationalisation that need to be captured in a measure of internationalisation.   
                                                     
7 Material from this chapter has been drawn on for an article published as follows:  Seno-Alday S 2009 'Market 
characteristics and regionalisation patterns', European Management Journal, vol.27:5, pp. 366-76. 
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Using the regionalisation-globalisation debate as a starting point, this chapter argues 
that market size and concentrations (locational characteristics) do in fact make an impact on 
a firm’s internationalisation patterns, and shows how employing firm-centric extant 
measures of internationalisation that do not capture both firm and environmental attributes 
can result in a distorted picture of a firm’s degree of internationalisation.  This empirical 
effort thus lends strong support to the main argument of this thesis that the measurement 
of a firm’s internationalisation must consider location and location characteristics and that a 
new approach to measuring internationalisation must be developed in order for the 
frontiers of the internationalisation-performance debate to be truly challenged and 
extended. 
  
The Economies of Internationalisation  
The regionalisation-globalisation debate discussed in previous chapters presents an 
interesting set of facts, and the thought-provoking discourse, at the very least, encourages 
international business scholars to go back to the hard data and re-examine the conventional 
wisdom surrounding the behaviour of MNEs.  The current chapter aims to conduct a closer 
investigation of the characteristics of the home region (composed of the home country and 
the rest of the home region), and how these home region characteristics may determine an 
intra-regional (i.e., home regional) or inter-regional (i.e., host regional) pattern of 
expansion.  This chapter builds on the findings of the Rugman and Rugman-Verbeke studies 
on the prime importance of the home region in strategic decision-making, and draws on the 
arguments of other scholars on the need to clearly separate the home country from the rest 
of the home region (Aharoni, 2006, Osegowitsch & Sammartino, 2008, Westney, 2006).  
While it is arguable that the home country does form part of the home region, it is also 
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important to point out that the home country comprises the firm’s domestic market (where 
the liability of foreignness and the costs of adapting FSAs are minimal).  The rest of the 
home region comprises part of the firm’s foreign market (where the liability of foreignness 
and the costs of adapting FSAs are greater than zero).  The consolidation of purely domestic 
sales with home region sales in the Rugman and Rugman-Verbeke studies effectively 
weakens any conclusion that is to be made on the firm’s level of success in adapting its FSAs 
to CSAs, or on arguing the high costs of adjusting FSAs to CSAs, which the theory of regional 
multinationals sets out to do (Rugman & Verbeke, 2005).  Any resulting conclusion or 
argument is weakened because the liability of foreignness and the resulting adaptation 
costs between the domestic market and the rest of the home region market are assumed to 
be the same, when in reality they are not.  Thus, in order to better test the proposition of 
the theory of the regional multinationals regarding the ability of the firm to successfully 
adapt its FSAs to foreign market CSAs, it is critical to establish benchmark data in the 
domestic market where FSA adaptation costs are zero.  This domestic data can be compared 
to data on the rest of the home region, and a stronger conclusion can then be made on the 
importance of the rest of the home region and the ease with which the MNE is able to 
quickly adapt its FSAs in this adjacent market.   
That the home region confers the greatest efficiency and economies in a firm’s 
international business activity is certainly conceptually appealing:  the home region is 
geographically contiguous (i.e., has a low geographic distance) to the home country market 
and may share common political, economic, and social characteristics (i.e., a low 
institutional distance) with the home country (Rugman & Verbeke, 2005).  This thesis argues 
that from the perspective of the established transaction economics-based theories of 
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international business (Buckley and Casson 1976; Dunning 1980; Hennart 1982) a key 
element in understanding regionalisation patterns is to break down the elements that 
determine economies of scale.  The traditional literature on scale economies highlights the 
relationship between the costs associated with the intensity of production factors employed 
with the level of output (of the plant or the firm) and the resulting impact on the average 
cost of production (Bell, 1988, Stigler, 1958).  Scholars, however, have pointed out that the 
cost of production presents only one third of the picture of economies of scale.  The other, 
equally important, parts of the picture have to do with the size of the markets targeted by 
the firm and the location of these markets (in consideration of the transport costs 
associated with getting the products to the market) (Beckenstein, 1975, Nelson, 1972).  
Thus, the optimisation of production in a multi-plant firm epitomised by the MNE needs to 
consider the tradeoff between plant-level economies and transport costs (both of which 
vary from one location to another) on the one hand, and the size and geographic location of 
markets (or demand) on the other (Beckenstein, 1975).  Total costs incurred must be 
weighed against market size in order for firm-level scale economies to be realised.  In 
international expansion efforts, distance (geographic and institutional) is appropriately 
associated with the barriers to and costs of internationalisation (Ghemawat, 2001), while 
market size presents an opportunity for the firm to recoup operating and 
internationalisation costs and derive economies in the process.  This is in line with Hennart’s 
(2007) compelling argument that there is technically no incentive for a domestic firm to 
internationalise if its home country market is large enough for the firm to gain economies 
and profitability.  If, however, a firm is unable to achieve the economies it desires by serving 
only the domestic market, then there is a greater incentive to internationalise.  However, 
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because the transaction costs associated with internationalisation are positive, arising from 
the cultural, administrative, geographic, and economic distance of foreign markets as 
described by Ghemawat (2001), then it would be most beneficial for the firm to target large, 
geographically proximate foreign markets (within the rest of the home region) with low 
institutional distance.  Not all firms, however, will have access to such ideal markets.  
Different firms will be based in different home country markets that will have different 
characteristics relative to other countries within the home region.  Hence, the attractiveness 
of regionally proximate markets will necessarily be different, depending on the perspective 
from which regional market attractiveness is assessed.  The region of the Americas 
(composed of North and South America), for example, will have a different degree of 
attractiveness when viewed from the perspective of a US company looking to expand 
regionally, compared to the level of attractiveness of the region as assessed from the 
perspective of a Venezuelan company looking to expand regionally.    
In addition to the size of the home market relative to proximate markets in the rest 
of the home region, this thesis further proposes that the degree of concentration (or 
dispersal) of markets among countries that comprise the region is instrumental in 
illuminating patterns of firm regionalisation.  The number of countries in a region, their 
relative market sizes, and the degree to which markets are concentrated among a few 
countries in the region (or the degree to which markets are dispersed across several 
countries in the region) all matter tremendously.  Consider, for example, a firm that has 
already been able to establish a strong presence in its home country that happens to 
dominate a regional market (a regional market being the collective market of the individual 
country markets that comprise the region).  There may be little incentive for the firm to 
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further expand its market presence in this region, as the remaining individual markets will 
not offer the scale that the firm requires to justify incurring the costs of new market entry.  
Thus, instead of increasing intra-regional presence, there might be more incentive for the 
firm to look towards another region to further expand internationally, where significantly 
larger markets offer better opportunities to achieve economies of scale.  Thus, it is 
important to analyse the characteristics of the home country and the rest of the home 
region in terms of market size and dispersal (or concentration), and empirically examine 
their effects on internationalisation patterns in order to lend a new dimension to the 
regionalisation-globalisation debate.   
In summary, this thesis treats the home country as a distinct market to allow for 
more in-depth testing of the effects of home country characteristics particularly with regard 
to home market size as put forward by Hennart (2007) and Dunning et al. (2007), and the 
exploration of the effects of home region characteristics, as pointed out by Dunning et al. 
(2007), Osegowitsch and Sammartino (2008) and Aharoni (2006).  This chapter first 
attempts to clarify the importance of the home country market and hypothesises that most 
large MNEs are in fact highly dependent on and deeply entrenched in their home country 
markets rather than the rest of the home region market.  It then goes further to explore the 
interaction of two home region characteristics:  (1) the size of the home country market 
relative to the rest of the home region; and (2) the degree of market concentration (or 
dispersal) in the home region.  The impact of the interaction of these factors on regional 
expansion patterns, as reflected in sales dispersal configurations, will then be examined, 
thus justifying the need for an alternative measure of internationalisation that captures the 
concern for economies in internationalisation efforts. 
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Sampling and Methodology 
Having established that regionalisation patterns may be heavily influenced by (1) 
market size (both home country and rest of the home region) and (2) the degree of regional 
market concentration (or dispersal), this chapter conducts a cross-sectional analysis aiming 
to find empirical support for five hypotheses on how these two market characteristics affect 
the regionalisation patterns of the world’s largest firms.   
Home country market size is measured by purchasing power parity-adjusted Gross 
Domestic Product (GDP PPP), and data available on 181 countries was obtained from the 
World Economic Outlook 2006 database.  Each of the 181 countries is classified into one of 
the following geographic regions as defined by the CIA World Factbook: 
 Africa   
 Americas (includes the Caribbean) 
 Asia and Oceania 
 Europe 
 Middle East 
The GDP PPP of all of the countries in each region is summed to obtain a regional 
GDP PPP (representing the regional market), and the regional market dispersal is measured 
by computing a Herfindahl-Hirschman Index (HHI): 
HHI = Σρn
2 
Where: ρn – proportion of the n
th country’s GDP PPP to the total 
regional GDP PPP 
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To calculate the HHI of each geographic region above, the proportion of the GDP PPP of 
each country to the total regional GDP PPP is obtained.  Each proportion is squared, and the 
squared proportions of all countries in the region are summed to obtain that region’s HHI 
score.  This score gives an indication of the degree of concentration or dispersal of the 
region’s markets.  An HHI score closer to 0 indicates greater market dispersal, while a score 
closer to 1.00 indicates greater market concentrations.  Table 5.1 reflects the world’s 
regional GDP PPP distribution and regional HHI scores for 2006. 
 
Table 5.1.  2006 Regional GDP PPP Distribution 
 
Region 
No. of 
Countries 
% of 
Regional 
GDP PPP 
to World  
Regional 
HHI 
 Africa  51 3% 0.11 
Americas 35 29% 0.49 
Asia & Oceania 42 39% 0.22 
Europe 39 25% 0.08 
Middle East 14 3% 0.18 
 
181 100% 
  
Table 5.1 shows the number of countries that collectively make up each of the five 
regions, the proportion of each region’s GDP PPP to total World GDP PPP, and the regional 
HHI score reflecting the degree of market concentration within each region.  The data 
indicates that whilst Africa comprises the most number of individual countries among the 
five defined regions, it only accounted for 3% of the world’s GDP PPP.  This means that 
although the number of countries in the region is large, the collective market size of these 
countries (as measured by GDP PPP) is actually quite low.  The regional HHI score of Africa 
further shows that Africa not only has one of the smallest market sizes among the regions, 
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but also has one of the most dispersed markets (that is, the small collective regional market 
is dispersed widely across the 51 countries in the region).  A more moderate number of 
countries is located in the Americas, but the region accounts for around a third of the total 
world market.  This region also has the most concentrated market, which is not surprising 
considering that the largest single market in the world (the United States) is located here.  
The Asia Pacific region has a moderately large number of countries, and represents the 
largest regional market in 2006.  This region is characterised by moderate levels of market 
concentration, explained by the presence of some of the largest economies in the world 
(e.g. Japan, South Korea, China and India).  Europe likewise has a moderately large number 
of countries, collectively accounting for a quarter of the world market.  Interestingly, Europe 
has the most dispersed regional market in the world, explained by the presence of the 
largest and most developed economies in the world.  Finally, the Middle East has the fewest 
countries among the regions, representing a small and moderately concentrated regional 
market. 
 The main sample used in this chapter is the 2007 Global Fortune 500 generated 
based on firms’ reported 2006 data.  In consideration of the concern that a good number of 
firms in the Global Fortune 500 may actually be purely domestic firms and thus may not 
qualify as multinational (Osegowitsch & Sammartino, 2008, Westney, 2006), the chapter 
narrows down the sample to include only the firms that are also on the list of the world’s 
largest non-financial transnational corporations (TNCs) published in the World Economic 
Outlook (WEO) (UNCTAD, 2008)8
                                                     
8 The 2008 WEO was used because the data used to generate the TNC list was 2006 firm data, consistent with 
the data used in the 2007 Global Fortune 500 list. 
.  This narrowed down list was further limited to include 
only the firms that have consistently been on the Global Fortune 500 list for 15 years (from 
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1993 to 2007).  This ensures that the sample of firms used in the study is only composed of 
the largest and most efficient MNEs in the world.  This is consistent with Stigler’s (1958) 
description of the survivor technique to identify the most economically efficient firms.  With 
the removal of firms with no available regionally disaggregated sales data, the final resulting 
sample is composed of a total of 33 firms.  Adopting the method and terminology of 
Rugman and Verbeke (2007),  the sales of the firms in the sample are then disaggregated 
according to: 
 
HOME  sales in the home country  
ROR  foreign sales in the rest of the home region  
ROW foreign sales in the rest of the world (outside the home region) 
 
This data is then used to test five hypotheses, discussed in detail below. 
Hypothesis 1:  Firms based in a home country market which accounts for more than 
20% of the total revenues of the world’s largest MNEs will exhibit a home country market 
dependence rather than a strictly home region dependence 
First, it is proposed that the great majority of large MNEs will tend to have significant 
HOME or home country market dependence, as opposed to ROR or rest of the home region 
dependence.  The information on home country market dependence is currently obscured 
in the regionalisation literature, where home country market activity is generally aggregated 
along with home region market activity (Osegowitsch & Sammartino, 2008).  It is argued 
that HOME activity cannot be rightly aggregated with ROR activity because the firm’s 
liability of foreignness (Zaheer 1995) in the HOME is zero, while its liability of foreignness in 
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ROR will still be positive even if the geographic and institutional distance between the 
HOME and ROR is low.   Aggregating HOME with ROR activity will also not allow the 
differentiation of a largely domestic firm from truly home regional players.  Consider, for 
example the case of two firms:  Firm A makes 97% of its sales in the HOME and 3% in a 
second country within ROR; while Firm B makes 30% of its sales in the HOME and 70% of its 
sales spread out over three other countries in ROR.  Both firms will be classified as home 
region-oriented but a closer inspection will yield that Firm A is practically a domestic firm 
while Firm B may be much more appropriately classified as a truly home regional player.  
Hence, HOME data needs to be carved out separately from ROR data, and when this is done 
for the sample of firms in this study, then it is hypothesised that HOME presence will 
account for a significant proportion of firm activity when compared against ROR activity.  
The pattern of firm activity reflecting significant home country market dependence should 
be particularly the case among the Global Fortune 500 firms (a common sample used in the 
regionalisation literature and in this study), as the firms in this list represent the largest 
markets and economies in the world.  To illustrate this, a correlation analysis is done on the 
distribution of 2006 regional GDP PPPs and the regional representation of the Global 
Fortune 500 in the same year.  Table 5.2 confirms that there was a high and significant 
correlation between the distribution of the world’s largest markets and the world’s largest 
firms in 2006 (r = 0.85), a pattern that is consistent from 2004 - 2007.   
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Table 5.2  2006 Regional Market Sizes and the Global Fortune 500 (GF500) 
 
2006 
Regional 
GDP PPP 
GF500 
2006 
r 
Africa 3% 0% 0.85 
Americas 29% 38% 
 Asia & Oceania 39% 26% 
 Europe 25% 37% 
 Middle East 3% 0% 
 
 
100% 100% 
  
Indeed, the Global Fortune 500 firms are based in the world’s largest markets, and 
therefore, consistent with Hennart’s (2007) argument above, this sample of firms will 
logically exhibit a high dependence on the HOME market.  If these firms’ home countries are 
large in themselves, there will be a strong incentive for the firms to maximise home country 
market activity where transaction costs and the liability of foreignness are inherently lower 
compared what they are exposed to in foreign markets.  To test this hypothesis, the regional 
sales of the firms in the sample are disaggregated, designating the domestic market as a 
separate “region” from the rest of the home region, and a z test for p was conducted.  The 
20% threshold adopted is based on the assumption that a firm can theoretically expand to 
five geographic regions:  
 
Ohmae Triad Regions Rugman-Verbeke 
Classifications 
Expansion Options 
 
Triad Region 1 
HOME 1 
Rest of the Home 
Region (ROR) 
2 
Triad Region 2  
ROW 
3 
Triad Region 3 4 
ROW 5 
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The home region of the firm (Triad Region 1) is broken up into two sub-regions when 
the HOME (Expansion Option 1) is carved out and treated as a distinct market from ROR 
(Expansion Option 2).  ROW, on the other hand, is further disaggregated into the two 
remaining triad regions (Expansion Options 3 and 4) and the remaining markets in the world 
that do not belong to any of the triad regions (i.e., Middle East and Africa) (Expansion 
Option 5).  If firms are to establish a broad presence in these five regions following the 
arguments of Rugman (2000) and Ohmae (1985), then they should be able to obtain a sales 
distribution of 20% in each of the five regions.  If it is hypothesised that the world’s largest 
MNEs have a high HOME country dependence, then the share of the HOME country sales 
must exceed the 20% threshold. 
Extending the proposition of the theory of the regional multinationals that assumes 
a low geographic and institutional distance within the home region, it is further 
hypothesised that a firm will tend to follow an intra-regional expansion pattern (expansion 
to ROR) except when it is based in a large home country that is located in a home region 
with a highly concentrated regional market.  The total size of a regional market is effectively 
distorted if the regional market is concentrated in only one or among a few countries.  Table 
5.1 summarises the market concentration of each geographic region in 2006.  Among the 
three major triad economies (Americas, Asia and Oceania, and Europe), the most 
concentrated regional market is the Americas (with an HHI of 0.49, where the United States 
accounts for a significant 68% of the regional market), while the region with the least 
concentrated market is Europe with an HHI of 0.08.  Assuming that a firm will first tend to 
expand domestically until the home market is saturated (Hennart, 2007), a firm based in a 
very large home country that accounts for a significant proportion of the total regional 
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market size (say, the United States) will then tend to follow a host-regional 
internationalisation pattern rather than a home regional expansion pattern because the 
sheer size of the HOME effectively renders ROR unattractive as an expansion option.  There 
will be no incentive for the firm to expand within the home region even if this region has a 
low geographic or administrative distance to the home country market if the individual 
markets in the region do not offer sufficient scale as to allow the firm to recoup the costs 
associated with internationalisation and achieve desired economies.  On the other hand, 
there will be a strong incentive for a firm to expand to a host region even if the geographic 
or institutional distance and internationalisation costs are higher relative to the costs 
associated with expanding within the home region if the host region has at least one market 
that is large enough to allow the firm to recoup its internationalisation costs and achieve its 
desired economies.  However, a firm that is based in one of the smaller markets in the same 
region (say, Canada that accounted for 6% of the regional market in 2006) will have a strong 
incentive to expand to the larger countries within the home region, and therefore will tend 
to exhibit a home region-oriented expansion pattern.  Thus, the greater the home regional 
market is concentrated in a firm’s home country, the less home region orientation will be 
exhibited in regionalisation patterns because the home region market size effectively 
deflates when the large home country market is carved out of it.  More specifically:  
Hypothesis 2:  Firms based in small home country markets embedded in a 
home region with a low market concentration will exhibit intra-
regional expansion patterns (i.e., ROR sales proportion greater 
than 20%). 
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Hypothesis 3:  Firms based in small home country markets embedded in a 
home region with a high market concentration will exhibit 
intra-regional expansion patterns (i.e., ROR sales proportion 
greater than 20%). 
Hypothesis 4:  Firms based in large home country markets embedded in a 
home region with a low market concentration will exhibit intra-
regional expansion patterns (i.e., ROR sales proportion greater 
than 20%). 
Hypothesis 5:  Firms based in large home country markets embedded in a 
home region with a high market concentration will exhibit 
inter-regional expansion patterns (i.e., ROR sales proportion 
less than 20%). 
Hypotheses 2 to 5 are summarised in the Figure 5.1 matrix.  To test these 
hypotheses, the regional sales of the firms in the sample are disaggregated according to the 
methodology of Yip and Rugman (2007), and a z-test was also conducted.  The 20% 
thresholds for ROR are adopted for the same rationale as discussed above. 
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Figure 5.1  Home Country Size and Home Region Market Concentration 
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Market Characteristics and Regionalisation Patterns 
Figure 5.2 presents the countries represented in the sample as classified into one of 
the four quadrants in Figure 3.  The threshold for determining regional market 
concentrations was an HHI of 0.189
 
, such that a region was considered highly concentrated 
if it had an HHI that was greater than or equal to 0.18; hence, the Americas (HHI=0.49) and 
Asia and Oceania (HHI=0.22) are classified here.  Europe (HHI=0.08), on the other hand, is 
classified as a region with a low market concentration.  The threshold for determining small 
versus large countries was 5%, such that if a country’s GDP PPP was less than 5% of the 
home region’s GDP PPP, it was classified as a small country; but if it had a GDP PPP that was 
equal to or greater than 5%, it was classified as a large country. 
  
                                                     
9 This is the same threshold used to determine industry concentration or dispersal in conventional studies of 
industry concentration. 
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Figure 5.2  Sample Profile:  Home Country Size and Home Region Market Concentration 
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Table 5.3 summarises the average sales proportions for the home region (i.e., HOME + 
ROR), HOME, ROR, and ROW of all the firms in the sample, as well as for the firms in each of 
the four quadrants.   It also summarises the results of the statistical tests conducted for 
each of the related hypotheses. 
 
Table 5.3  Summary Results:  Market Characteristics and Regionalisation Patterns 
  
Related 
Hypothesis 
No. of 
Firms 
Avg % 
HomReg  
Avg % 
HOME 
Avg % 
ROR 
Avg % 
ROW 
HOME 
z test   
ROR  
z test   
ALL Firms H1 33 54% 36% 18% 46% 2.30 ** -0.29   
Q1 H2 4 46% 20% 26% 54% 0.01   0.31   
Q2 H3 3 59% 40% 19% 41% 0.87   -0.05   
Q3 H4 10 64% 29% 35% 36% 0.72   1.18   
Q4 H5 16 48% 43% 6% 52% 2.26 ** -1.43 * 
*   p < 0.10     ** p < 0.05     ***p < 0.01 
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The average home region sales proportion of the world’s largest and most efficient 
MNEs (54%) supports the Rugman and Rugman-Verbeke assertion that the home region 
(i.e., HOME plus ROR) plays a critical role in MNE strategy.  When the home region sales are 
disaggregated into component parts (HOME versus ROR), the proportions are consistent 
with the Yip and Rugman (2007) findings that show the dominance of HOME rather than 
ROR sales.  This indicates that MNEs are in fact heavily dependent on their home country 
markets, and Hypothesis 1 is confirmed at the 5% significance level. 
There is no strong statistical support for Hypotheses 2 – 4; hence, there is no 
conclusive evidence to show a clear intra-regional expansion pattern among MNEs classified 
in quadrants 1, 2, and 3.  At best, the true strategic importance of ROR is unclear.  However, 
the results show strong statistical support for Hypothesis 5, indicating that MNEs that are 
based in large home countries nested in highly concentrated regional markets will tend to 
exhibit a heavy home country dependence accompanied by a more inter-regional expansion 
behaviour.  To the MNE based in a large home country market that dominates a highly 
concentrated regional market, the ROR market does not appear to be a priority expansion 
area. 
The results of this empirical exploration clearly lend strong support to the argument in 
this thesis that location characteristics must be considered when measuring firm 
internationalisation.  This argument is important to extending the frontiers of the current 
regionalisation-globalisation debate.  A major contribution here is the distillation of the 
world’s largest firms into a sample that excludes purely domestic firms and is truly 
representative of the largest and most efficient MNEs.  The utilisation of this unique sample 
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of firms lends greater credibility to the results, as it focuses the analysis precisely on what is 
in all probability a collection of the most successful MNEs in the world.  The results also 
offer deeper explanations for the Rugman and Verbeke (2007) findings of an 
overwhelmingly home region orientation among large MNEs.  The explanations of home 
region orientation are anchored on economies of scale arguments, highlighting the effects 
of home country market size and home regional market concentration.  Two of the triad 
regions (the Americas and Asia & Oceania) have highly concentrated regional markets and 
the largest MNEs in these regions are based in the largest and most dominant country 
markets within the region.  Therefore, these MNEs exhibit a home region orientation 
because they have effectively dominated their home regions simply by establishing a strong 
presence in their respective domestic markets.  This trend is particularly clear among MNEs 
based in the large home country markets (quadrant 4).  While statistically inconclusive, a 
comparison of the average share of ROR sales of MNEs from the smaller countries (quadrant 
2) versus the average share of ROR sales of MNEs from the larger countries (quadrant 4) in 
the Americas and Asia and Oceania reveals that quadrant 2 MNEs appear to have a greater 
presence in the ROR compared to quadrant 4 MNEs.   It must additionally be pointed out 
that while quadrant 2 firms appear to have a stronger presence in the ROR,   home country 
market presence for MNEs from both quadrants 2 and 4 is practically the same.  This is 
because in highly concentrated regional markets, the ROR from the perspective of an MNE 
from a small country in the region represents a large market, whereas the ROR from the 
perspective of an MNE from a large country in the region represents a small market.   
While the results are statistically inconclusive, a comparison of the average shares of 
HOME and ROR sales show that European MNEs in quadrants 1 and 3 appear to be less 
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dependent on their home country markets compared to the American and Asia and Oceania 
MNEs in quadrants 2 and 4.  This is because Europe has the least concentrated regional 
market among the triad regions; thus, even if a European MNE is able to dominate its home 
country market, this domestic dominance will not be large enough to be reflected as 
regional dominance because the HOME market still remains much smaller than the ROR.  
European MNEs also appear to be much more oriented towards ROR expansion compared 
to the MNEs in the Americas and Asia and Oceania, again owing to the fact that Europe has 
a regional market that has a low level of concentration:  that is, the ROR appears as a large, 
attractive market for expansion from the perspective of any country in the region. 
It is important at this point to ask:  do these trends in the data indicate that European 
MNEs have been more successful than MNEs from the Americas and Asia & Oceania at 
overcoming the liability of foreignness in the ROR such that only European MNEs can be 
called truly regional players?  The answer to this question may not be as straightforward as 
it seems, as the most important conclusion of this study has surprisingly less to do with 
regionalisation patterns than with the way regionalisation patterns are determined or 
measured.   What the results of this study show, however, is that regional sales dispersal 
configurations are so heavily influenced by home country market size and home region 
market concentrations, such that the emergent regionalisation patterns may actually appear 
distorted and thus misleading.  Take for example, the quadrant 4 firms in this study.  
Summary data shows an average proportion of HOME sales at 48%, and an average 
proportion of ROR sales at 6%.  On the surface, it appears that the firms are largely home 
country oriented firms with a negligible ROR presence.  It will be easy to conclude that these 
firms do not have a regional expansion strategy, but a more domestic oriented strategy.   
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However, when these proportions are taken in light of the fact that quadrant 4 firms 
operate in large home country markets that dominate highly concentrated home region 
markets, the picture changes dramatically.  The 6% ROR market presence that originally 
appeared to be negligible does not appear to be negligible anymore in light of the fact that 
the ROR market is small to begin with.  If a firm is assumed to have a perfect ability to 
overcome the liability of foreignness, it should be able to establish a dominant presence in 
the ROR.  But if the ROR market is small, then a dominant presence in a small market may 
be reflected by a small ROR sales proportion.  By the same token, just because quadrant 3 
firms exhibit a much larger ROR sales proportion compared to quadrant 4 firms does not 
reflect a superior ability to overcome the liability of foreignness on the part of quadrant 3 
firms.  If the ROR market of quadrant 3 firms is large, then even a modest presence in the 
large market may be reflected by a large ROR sales proportion. 
To illustrate this regionalisation measurement problem more clearly, consider the 
following hypothetical cases presented in Table 5.4.  Scenario 1 presents a case where 
market size is heavily dominated by the HOME, with the ROR and remaining regions 
exhibiting increasingly smaller market sizes.  Scenario 2, on the other hand, presents a case 
where market size is heavily dominated by ROW, with the HOME exhibiting the smallest size 
among all the regions.  Assuming a perfect ability to overcome the liability of foreignness, 
and assuming further that the firm in question is able to capture exactly 50% of the share of 
the market in all regions, the resulting sales achievements for Scenario 1 and Scenario 2 are 
computed10
                                                     
10 Sales is computed as Market Share x Market Size. 
.  Based on the sales achievement figures, the proportion of total sales is then 
computed for each region to arrive at the resulting Sales Distribution for each of the two 
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scenarios.  These hypothetical scenarios show that the resulting regional sales distributions 
will simply mirror the regional market sizes, even if the firm in question is able to capture 
significant and equal market shares across all markets.  The resulting sales distributions 
contain absolutely no information about expansion strategy, expansion patterns, or the 
degree of success a firm has achieved in overcoming the liability of foreignness in the 
process of internationalisation. 
 
Table 5.4  Hypothetical Cases:  Market Characteristics and Regionalisation Patterns 
  
HOME ROR 
Triad 
Region 2 
Triad 
Region 3 
ROW 
Scenario 1 
Market Size 
400 300 200 100 50 
Scenario 2 
Market Size 
50 100 200 300 400 
Market 
Share 
50% 50% 50% 50% 50% 
Scenario 1 
Sales 
200 150 100 50 25 
Scenario 2 
Sales 
25 50 100 150 200 
Scenario 1 
Sales 
Distribution 
38% 29% 19% 10% 5% 
Scenario 2 
Sales 
Distribution 
5% 10% 19% 29% 38% 
 
 
 
 
 
Internationalisation and Performance Measurement Challenges 
These results lead to the conclusion that internationalisation is a much more complex 
phenomenon than is tackled in the extant literature.  As this study has shown, trends in the 
regionalisation or internationalisation data may, in fact, obscure underlying patterns that 
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can only be unearthed by more careful testing.  The key contribution of this chapter is the 
empirical demonstration of the impact of home country market size and home region 
market concentration on exhibited regionalisation patterns, and the major implication that 
the contribution points to is the urgency with which the international business scholarly 
community must develop more robust measures to better capture the internationalisation 
phenomenon that is so central to the field.  The development of better measures is a critical 
priority as this is the principal means through which advancements can be made, frontiers 
of knowledge truly challenged, and more rigorous theory-building commenced.  Without 
better measures, the internationalisation phenomenon cannot be accurately described, any 
empirical tests related to this phenomenon may continue to be distorted and misleading, 
and hence no meaningful or useful theorising can begin to occur. 
It must also be stressed that the development of more robust measures must also 
consider the type and quality of data that is available to the international business scholar.  
As Rugman and Verbeke (2007) have stressed, firm-level data provides the greatest value in 
the field of international business.  However, the data that is readily available is either 
scarce or in a form that is inconsistent with what needs or is intended to be studied.  For 
example, while it would be most constructive to be able to conduct analyses of MNE activity 
disaggregated to the country level, or to be able to analyse MNE activity along more 
meaningful regional clusters (Dunning, Fujita, & Yakova, 2007), the consistent availability of 
this data is limited by reporting conventions determined by both the firm and international 
financial reporting standards.  In order to promote more rapid advancements in the field, 
international business scholars must play a more proactive role in influencing reporting 
conventions (particularly financial reporting) that will generate more useful and accurate 
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firm-level data.  This will enable more rigorous empirical research in international business, 
which will ultimately translate to greater strategic benefits to the policymaker, the 
international manager and the international firm. 
In addition to the development of new and more robust measures, it is certainly an 
imperative for more research to be conducted in this area, particularly longitudinal studies 
that will validate if and how regionalisation/ internationalisation patterns change through 
time.  Research also needs to be conducted to identify other variables that may also affect 
regionalisation/ internationalisation patterns, apart from those that are explored in this 
study.  Finally, research on the implications of regionalisation/ internationalisation patterns 
on the nature of local, regional, and global competition must be explored, along with 
implications on firm performance. 
This chapter has illustrated the impact of market size and concentration on 
internationalisation patterns.  It has likewise illustrated the impact of these factors on the 
measurement of firm internationalisation.  Chapter 6 thus builds on these findings and 
proposes a new approach to measuring internationalisation that attempts to incorporate 
market characteristics in the measurement of a firm’s degree of internationalisation. 
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Chapter 6 Developing a New Measure of Internationalisation 
 
Having established the limitations of the internationalisation and performance measures 
extant in the literature and the systematic biases introduced by the measures into studies on 
the relationship between internationalisation and performance, this chapter maps out the 
strategy of the current research project to arrive at a proposed new measure of 
internationalisation more firmly anchored in international business theory.  It is argued that 
this proposed measure is better able to capture the underlying theoretical assumptions of 
the phenomenon of internationalisation and thus allow a more reliable measurement and 
exploration of its effects.  This chapter also discusses how the proposed measure will be used 
to longitudinally assess (1) the degree of internationalisation and (2) the 
internationalisation-performance relationship of a sample of Global Fortune 500 firms.   
 
 
Introduction 
 The previous chapters in this thesis have laid out the theoretical and conceptual 
foundations of the current research effort.  It was argued in Chapter 4 that in order for a 
measure of internationalisation to be meaningful and theoretically grounded, it must 
capture a firm-specific attribute (e.g. sales) within the context of an environment-specific 
attribute (e.g. market size). This approach is able to more accurately capture the logic 
behind the internationalisation effort and thus acknowledge the theoretical core of 
international business:  that is, internationalisation is a rational decision-making process 
where the costs of going international are weighed against the attractiveness of 
international expansion targets.  The significant impact of location and locational 
characteristics on patterns of internationalisation was empirically tested and subsequently 
confirmed in Chapter 5.  These findings provide empirical support towards the main 
proposition of this thesis that a good, theoretically-grounded measure of 
internationalisation must be developed in order to truly extend the frontiers of the 
internationalisation-performance debate. 
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Building on the theoretical and empirical foundations established in the preceding 
chapters, the main contribution of this thesis is the development of a proposed measure of 
internationalisation.  It is argued that this proposed measure is more firmly grounded in 
international business theory and thus more accurately captures the conceptualisation of 
internationalisation in international business.  The proposed measure will be used to test 
the degree of internationalisation of a sample of Global Fortune 500 firms over a 5-year 
period, and will also be employed to revisit the internationalisation-performance 
relationship on the same sample of firms. 
 
A Proposed Internationalisation Coefficient (IC) 
This thesis has argued that location characteristics play a big role in the process of 
internationalisation and must be captured in any measure of internationalisation.  An 
effective measure of internationalisation must not only capture a firm’s international 
activities but also clearly set these international activities within the context of relevant 
international locational characteristics.  This section discusses and develops a measure of 
internationalisation that is proposed to more accurately capture the conceptualisation of 
this phenomenon in international business theory. 
The starting point for the development of the proposed measure is that international 
business theories argue that a firm may have different motives for internationalisation:  to 
seek markets, to seek resources, to seek efficiencies, or to seek capabilities (Dunning & 
Lundan, 2008).  These motives certainly imply that firms actively seek out the characteristics 
of various international locations prior to undertaking the process of internationalisation:  
that is, firms will necessarily expand only to locations where there are markets, seek 
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resources or capabilities in locations that possess those resources or capabilities, and seek 
efficiencies in locations where efficiencies can be gained.  Furthermore, it must be pointed 
out that different locations will have different characteristics, and different locations will be 
endowed with different levels and types of markets, resources or capabilities.  The 
proposition that resources are imperfectly distributed across different locations is well-
established both in theories of international trade (for example Ricardo’s Theory of 
Comparative Advantage (Ricardo, 1996)) and international business (for example Dunning’s 
Eclectic Paradigm (1988).  Thus, it can be concluded that firm internationalisation cannot be 
a random event:  that is, a firm does not spontaneously internationalise its operations to 
international locations regardless of location-specific characteristics.  Rather, the firm makes 
a rational decision to internationalise and clearly considers location characteristics as a 
major criterion when undertaking this decision. This is because internationalisation comes 
at a cost, and as ultimately a profit-seeking entity, the firm needs to ensure that the benefits 
of internationalising to certain locations that are endowed with resources, markets or 
capabilities sought after by the firm will outweigh the costs associated with 
internationalisation. 
International business theories further argue that an international firm is 
distinguished from a domestic firm by its ability to overcome its liability of foreignness 
(Zaheer & Mosakowski, 1997) to operate in a foreign environment as a native or “near-
native” player.  Hence, international presence itself can already be considered an “artefact” 
of internationalisation:  that is, the fact that a firm has been able to sell in a foreign market 
is already an indication of some degree of success in overcoming a liability of foreignness.  
What extant measures of internationalisation are unable to do, however is give a clear 
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indication of the extent to which a firm is able to overcome its liability of foreignness.  This is 
because most extant measures are designed to calculate the intensity or magnitude of a 
firm’s international operations against its own total operation.  The benchmark of 
internationalisation is the firm itself, so a Foreign-to-Total Sales Ratio of 80% (that reflects 
an internationalisation intensity of 80%) basically just indicates that 80% of a firm’s 
revenues is dependent on foreign sales.  As pointed out by Daniels and Bracker (1989), the 
Foreign Sales-to-Total Sales ratio (FSTS) is really an indicator of a firm’s dependence on 
foreign markets, while the Foreign Assets-to-Total Assets ratio (FATA) is an indicator of a 
firm’s dependence on foreign production.  These measures do not necessarily give any 
indication as to the extent to which a firm is able to overcome its liability of foreignness in 
the international environment because the characteristics of the international environment 
do not figure anywhere in the equations of the measures.  As argued in Chapter 5, a firm 
(say, Firm A) whose international sales make up 80% of its total sales portfolio may not 
necessarily have a greater international presence than another firm (say, Firm B) whose 
international sales make up only 20% of its total portfolio if Firm A derives all of its 
international sales from only one neighbouring country and Firm B derives its international 
sales from 3 or 4 countries.  The true degree of internationalisation of Firm A may also be 
obscured if its international sales (80% of its total portfolio) represent only 1% of the market 
of the single foreign country in which the firm has a presence.  Firm B’s international sales 
ratio, on the other hand (20% of its total portfolio) may be concealing a significant share of 
the total foreign market that Firm B has successfully captured. Therefore, calculating a firm’s 
internationalisation intensity against its own total operations portfolio systematically yields 
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an incomplete and misleading picture of internationalisation, and does not accurately 
capture the conceptualisation of internationalisation in international business theory. 
As concluded in Chapter 5, extant measures of internationalisation do not reflect the 
nature of international location characteristics.  By focusing solely on a firm-specific 
dimension (e.g. international sales alone), current measures effectively obscure the true 
nature of a firm’s international spread.  This thesis thus argues that a meaningful, 
theoretically-grounded measure of firm internationalisation must compare a firm-specific 
dimension with a relevant international location characteristic.  This approach effectively 
captures the internationalisation motive and the extent to which a firm is able to achieve 
the internationalisation objective within the context of an international environment where 
location-specific resources and capabilities are imperfectly distributed and endowed.  A 
similar approach has also been employed by Asmussen (2007) in quantifying the 
regionalisation paths of multinational enterprises.  A more detailed description of the ratios 
developed by Asmussen is provided in a section of this chapter. 
The measure of internationalisation proposed by this thesis, therefore, is one that 
compares the magnitude and dispersal of a firm-specific internationalisation artefact (e.g. 
sales) against the magnitude and dispersal of a relevant international location attribute (e.g. 
market size).  This approach effectively captures the imperfect distribution (magnitude and 
dispersal) of resources, markets, or capabilities as they are located in the international 
business environment on one hand, and the magnitude and dispersal of a firm’s 
international operations on the other.  The degree of a firm’s internationalisation is then 
defined as the extent to which the magnitude and dispersal of a firm’s international 
operations (or a relevant aspect of its international operation) matches the international 
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magnitude and dispersal of resources, markets or capabilities.  This must be true for any 
given firm size.  This measure more accurately captures the conceptualisation of 
internationalisation in international business theory because it contains information on the 
extent to which a firm is able to overcome its liability of foreignness to capture markets or 
resources precisely where they are located in the international environment.  This approach 
recognises the fact that internationalisation is not a random event, and that location 
characteristics play a critical role in the internationalisation decision.  This approach also 
acknowledges that internationalisation is a costly undertaking, and that a firm must not only 
choose its internationalisation targets carefully but must also ensure that the acquisition of 
internationally-located markets or resources is to an extent that allows the firm to maintain 
its ultimate profit-seeking objective. 
The measurement approach proposed by this thesis draws on the logic of the 
relationship between the Lorenz Curve and the Gini Coefficient (Dorfman, 1979, Mehran, 
1975) as employed mainly in the economics literature to measure income concentrations 
and inequalities.  The Lorenz Curve is a graphical representation of the concentration of 
income arrived at by plotting out the cumulative income distribution among individuals.  
Assuming a perfectly equal income distribution among individuals as the ideal scenario, the 
Gini Coefficient is calculated by measuring the distance between the Lorenz Curve and the 
perfectly distributed income line, and is hence used as a measure of income inequality.  
Figure 6.1 below illustrates the relationship between the Lorenz Curve and the Gini 
Coefficient. 
The logic of this relationship can then be applied to the calculation of an 
Internationalisation Coefficient (IC) which captures the distance between the international 
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geographic distribution of an environmental characteristic (e.g. market size) and the 
international geographic distribution of a firm-specific internationalisation attribute (e.g. 
sales).  Figure 6.2 below illustrates this proposed relationship. 
 
 
 
Figure 6.1  The Lorenz Curve and the Gini Coefficient 
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Figure 6.2  The Firm, the Environment and the Internationalisation Coefficient 
 
 
It is important to note that the computation of an Internationalisation Coefficient (IC) can be 
made on any pair of relevant firm and environmental attributes (e.g. sales and market size; 
assets and environmental resources), and the international disaggregation of these 
attributes can be made on any number of geographic regions.  The number of geographic 
regions into which firm or environmental attributes can be disaggregated is limited only by 
data availability.  
 While the IC draws on the logic of the relationship between the Lorenz Curve and the 
perfect income distribution curve, the proposed method for calculating the IC is very 
different.  The proposed formula for calculating the proposed Internationalisation 
Coefficient is presented in Equation 6.1: 
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Equation 6.1  The Internationalisation Coefficient (IC) 
 
  Where: N   total number of geographic segments  
    FRM firm-specific attribute 
    ENV environment-specific attribute 
pi proportion of the i
th geographic segment to the total, 
where the sum of all p’s is 100% 
  
The calculation of a firm’s IC begins with an identification of a firm-specific attribute 
that is matched or compared against an environment-specific attribute.  As discussed above, 
the environment-specific attribute must relate to a certain location-specific factor 
(resources, markets, capabilities) that a firm seeks to acquire.  The firm-specific attribute, on 
the other hand, must relate to a certain artefact of the firm’s actions or decisions that 
reflects the degree to which the firm is able to acquire what it seeks to acquire in the 
international environment (e.g. sales, assets, etc.).  Both firm and environment attributes 
must be expressed quantitatively, and these total quantities are then disaggregated 
according to an identical set of international geographic segments.  The proportionate share 
of each geographic segment is calculated from the disaggregated data and then used in 
computing the firm’s resulting IC.  The IC takes the sum of the squared differences in 
proportions between firm- and environment-specific attributes in each geographic segment 
and subtracts this from 1.  Hence, the resulting IC is a continuous measure with a range 
from 0 to 1, where an IC closer to 1 indicates a higher level of internationalisation (that is, 
the more closely the firm’s geographic dispersal of firm-specific attributes matches the 
=   1  - Σ (FRMpi – ENVpi)2
N
i= 1
Internationalisation 
Coefficient
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geographic dispersal of international environment attributes, the more international a firm 
is).  This coefficient thus provides information on whether a firm is able to capture 
international markets and acquire relevant resources precisely where they are in the world, 
thus reflecting a more robust operationalisation and measurement of the concept of 
internationalisation in international business.  If revenues, for example, are to be employed 
as a firm-specific attribute and market size an international market attribute, then the 
ability of a firm to sell its products and/or services (that is, generate revenue) in a particular 
foreign market implies the ability of that firm to overcome its liability of foreignness in that 
market.  This may also reflect an inability to increase production to serve international 
markets, or to realise economies in international production.  The level of revenue that a 
firm is able to generate in that market (relative to that market’s size) can thus be taken as 
an indicator of the degree of success of the firm in overcoming its liability of foreignness or 
its ability to realise international scale economies:  the greater the level of revenues relative 
to the market, the greater the success in overcoming the liability of foreignness or in 
realising international scale economies.  Hence, a large gap between the level of revenues 
and market size implies the difficulty or inability of the firm to overcome its liability of 
foreignness, or to realise international scale economies. 
Table 6.1 below illustrates a sample computation of a firm’s IC using hypothetical 
data on sales and market size.  The hypothetical case compares the geographic sales 
distribution of 4 firms against the geographic distribution of the markets they serve.  The 
hypothetical market data assumes that the greatest concentration of the market is found in 
Region 3 (40%), while all 3 firms are based in a domestic country (classified as a “region”, in 
line with the methodology employed in Chapter 5) where only 10% of the global market 
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resides.  The sales data reflects varying degrees of international presence among the firms, 
with Firm D representing a “true international” firm with an IC of 1.00.  Firm A shows a 
heavy dependence on the domestic market (80% of sales), Firm C shows a heavy 
dependence on one foreign region (Region 1, 85% of sales), and Firm B shows a heavy 
dependence on the domestic market (60%) and a moderate dependence on one foreign 
region (Region 1, 30%).  Thus, the Internationalisation Coefficient of Firm A is lowest at 0.29 
as the firm has only been able to capture markets mainly in the small domestic market, 
which in fact accounts for the smallest proportion of the global market.  Firm B, on the other 
hand, has been able to obtain a significant proportion of its sales from Region 1 in addition 
to a strong presence in the domestic market and has the highest Internationalisation 
Coefficient.  This is because Firm B has been able to establish a significant presence in the 
largest aggregate market among the 3 firms.  Finally, Firm C has an Internationalisation 
Coefficient that is higher than Firm A but lower than Firm B because while it has been able 
to establish a significant presence in Region 1 (which is twice as large as the domestic 
market), the aggregate market within which it has a presence does not represent a 
significant proportion of the overall global market.  
Table 6.2 below presents a modified case, where the firm’s domestic market 
accounts for a significant proportion of the total world market (40%), while other regions 
account for smaller proportions (Region 1 – 30%, Region 2 – 20%, and Region 3 – 10%).  
Assuming the same proportions generated by 4 hypothetical firms in Table 6.1, the resulting 
ICs are significantly different.  Because the firm’s domestic market represents the largest 
market in the world, Firm A, which derives 80% of its revenues from the domestic market 
now reflects a high IC of 0.79.  Effectively, the IC does not unduly penalise a firm that is able 
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to maximise its access to a large domestic market:  in this case, going international is not 
necessarily an attractive option because much of the market is largely located in the home 
(domestic) market.  Note, however, that Firm B also derives a significant proportion of its 
revenues (60%) from the domestic market but has also established a presence in a 
significantly large regional market.  Unlike Firm A, Firm B is able to generate a greater 
proportion of its revenues in Region 1 (which accounts for 30% of the total world market), 
thus reflecting an overall superior IC of 0.94.  Firm D on the other hand, exhibits a more 
dispersed revenue pattern across the 4 regions (domestic plus international regions) but has 
an IC that is lower than Firm B’s IC as it is unable to sufficiently tap into the large domestic 
market.   
The hypothetical cases indicate that the IC is a more conceptually grounded measure 
that is able to give an indication of the ability of a firm to identify where markets and 
resources are located in the international environment, overcome its inherent liability of 
foreignness, and scale international production to establish a presence in those locations 
that matter to the firm.  In line with the findings in Chapter 5, this approach also does not 
penalise firms based in a country with a large domestic market, whose internationalisation 
efforts are greatly affected by the economies that can be gained solely in the home country  
(Hennart, 2007).  The proposed Internationalisation Coefficient possesses the key properties 
of a good measure of internationalisation as discussed in Chapter 4.  It is able to capture 
information on the internationalisation breadth, depth and concentration of a firm-specific 
attribute against the breadth, depth and concentration of a relevant environment-specific 
characteristic.  It possesses the properties of a measure of concentration as it is sensitive to 
the number of regions specified in the equation and to any change in relative proportions 
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among the regions.  It produces a continuous number from 0 to 1, representing ease in 
interpretation and in empirical use or application.   
The IC can be employed independently of other measures of internationalisation, as 
it contains a wealth of information on firm internationalisation as a “stand alone” measure.  
However, it can also be employed in conjunction with other measures of 
internationalisation to obtain an even more nuanced picture of firm internationalisation.  By 
contextualising firm-specific attributes within relevant environment-specific attributes, the 
IC essentially presents a view of internationalisation adjusted according to environment 
characteristics.  In this manner, it presents a much more realistic view of 
internationalisation, and is thus characterised as having a built-in internal control for cycles 
or crises that may otherwise confound assessments of the degree of firm 
internationalisation. 
Finally, the proposed IC also proves to be highly flexible:  it can be used for any 
combination of firm-specific and environment-specific attributes while retaining the 
unidimensionality criterion specified by Hall and Tideman (1967).  It can also be used for any 
number of geographic segments, depending on research objectives or data availability.  As a 
coefficient with a range of 0 to 1, it easily lends itself to empirical manipulation in regression 
analyses and other quantitative analytical methods.   
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Table 6.1  Case 1:  A Hypothetical Computation of the Internationalisation Coefficient (IC) 
 
   
Domestic Region 1 Region 2 Region 3 TOTAL
Firm A Sales ('000s) 16,000.00 3,000.00    1,000.00      -                20,000.00    
80% 15% 5% 0% 100%
Global Market Size 
('000s) 35,000.00 70,000.00 105,000.00 140,000.00 350,000.00 
10% 20% 30% 40% 100%
Difference in p 0.70 -0.05 -0.25 -0.40
Squared Differences 0.49 0.00 0.06 0.16
Firm A IC* 0.29
Domestic Region 1 Region 2 Region 3 TOTAL
Firm B Sales ('000s) 12,000.00 6,000.00    1,000.00      1,000.00      20,000.00    
60% 30% 5% 5% 100%
Global Market Size 
('000s) 35,000.00 70,000.00 105,000.00 140,000.00 350,000.00 
10% 20% 30% 40% 100%
Difference in p 0.50 0.10 -0.25 -0.35
Squared Differences 0.25 0.01 0.06 0.12
Firm B IC* 0.56
Domestic Region 1 Region 2 Region 3 TOTAL
Firm C Sales ('000s) 1,000.00    17,000.00 1,000.00      1,000.00      20,000.00    
5% 85% 5% 5% 100%
Global Market Size 
('000s) 35,000.00 70,000.00 105,000.00 140,000.00 350,000.00 
10% 20% 30% 40% 100%
Difference in p -0.05 0.65 -0.25 -0.35
Squared Differences 0.00 0.42 0.06 0.12
Firm C IC* 0.39
Domestic Region 1 Region 2 Region 3 TOTAL
Firm D Sales ('000s) 2,000.00    4,000.00    6,000.00      8,000.00      20,000.00    
10% 20% 30% 40% 100%
Global Market Size 
('000s) 35,000.00 70,000.00 105,000.00 140,000.00 350,000.00 
10% 20% 30% 40% 100%
Difference in p 0.00 0.00 0.00 0.00
Squared Differences 0.00 0.00 0.00 0.00
Firm D IC* 1.00
*1 less the sum of squared differences
*1 less the sum of squared differences
*1 less the sum of squared differences
*1 less the sum of squared differences
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Table 6.2  Case 2:  A Hypothetical Computation of the Internationalisation Coefficient (IC)  
 
 
 
 
Domestic Region 1 Region 2 Region 3 TOTAL
Firm A Sales ('000s) 16,000.00    3,000.00      1,000.00      -                20,000.00    
80% 15% 5% 0% 100%
Global Market Size 
('000s) 140,000.00 105,000.00 70,000.00    35,000.00    350,000.00 
40% 30% 20% 10% 100%
Difference in p 0.40 -0.15 -0.15 -0.10
Squared Differences 0.16 0.02 0.02 0.01
Firm A IC* 0.79
Domestic Region 1 Region 2 Region 3 TOTAL
Firm B Sales ('000s) 12,000.00    6,000.00      1,000.00      1,000.00      20,000.00    
60% 30% 5% 5% 100%
Global Market Size 
('000s) 140,000.00 105,000.00 70,000.00    35,000.00    350,000.00 
40% 30% 20% 10% 100%
Difference in p 0.20 0.00 -0.15 -0.05
Squared Differences 0.04 0.00 0.02 0.00
Firm B IC* 0.94
Domestic Region 1 Region 2 Region 3 TOTAL
Firm C Sales ('000s) 1,000.00      17,000.00    1,000.00      1,000.00      20,000.00    
5% 85% 5% 5% 100%
Global Market Size 
('000s) 140,000.00 105,000.00 70,000.00    35,000.00    350,000.00 
40% 30% 20% 10% 100%
Difference in p -0.35 0.55 -0.15 -0.05
Squared Differences 0.12 0.30 0.02 0.00
Firm C IC* 0.55
Domestic Region 1 Region 2 Region 3 TOTAL
Firm D Sales ('000s) 2,000.00      4,000.00      6,000.00      8,000.00      20,000.00    
10% 20% 30% 40% 100%
Global Market Size 
('000s) 140,000.00 105,000.00 70,000.00    35,000.00    350,000.00 
40% 30% 20% 10% 100%
Difference in p -0.30 -0.10 0.10 0.30
Squared Differences 0.09 0.01 0.01 0.09
Firm D IC* 0.80
*1 less the sum of squared differences
*1 less the sum of squared differences
*1 less the sum of squared differences
*1 less the sum of squared differences
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A Note on the Regional and Global Orientation Ratios 
In response to debates on the appropriate methods to quantify the international 
scope of firms and to quantitatively distinguish the various types of regional expansion 
patterns described by Rugman and Verbeke (2007), a set of ratio-based measures was 
proposed by Asmussen (2009).  These ratios were designed to compare the regional 
dispersal of firm sales on one hand and the regional dispersal of GDP on the other 
(Equations 6.2 to 6.5).   
 
Equation 6.2  Intra-Regionalization Ratio 
 
 
 Where:  
e = ratio of the firm’s home region sales to total firm sales 
h = ratio of the firm’s home country sales to total firm sales 
  e1= ratio of the firm’s home region GDP to total world GDP 
h1= ratio of the firm’s home country GDP to total world GDP 
 
 
 
Equation 6.3  Inter-Regionalization Ratio 
 
 Where:  
w = ratio of the firm’s rest of the world (ROW) sales to total firm sales 
h = ratio of the firm’s home country sales to total firm sales 
  w1= ratio of the firm’s rest of the world (ROW) GDP to total world GDP 
h1= ratio of the firm’s home country GDP to total world GDP 
 
 
R  =  e/h
e1/h1
G  =  w/h
w1/h1
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Equation 6.4  Global Orientation Ratio 
 
 Where:  
R = Intra-regionalization ratio 
G = Inter-regionalization ratio 
 
 
Equation 6.5  The I Measure 
 
 
 Where:  
  e1= ratio of the firm’s home region GDP to total world GDP 
  w1= ratio of the firm’s rest of the world (ROW) GDP to total world GDP 
R = Intra-regionalization ratio 
G = Inter-regionalization ratio 
 
 
 
 The approach basically calls for the world to be divided into 3 “regions”:  the Home 
Country (denoted by h), the Home Region (consistent with ROR described in Chapter 5, 
denoted by e) and the Rest of the World (consistent with ROW described in Chapter 5, 
denoted by w).  The Intra-Regionalization Ratio (R) obtains the concentration of a firm’s ROR 
sales versus its Home sales and then compares this to the concentration of ROR GDP to 
Home Country GDP.  This ratio yields a score from 0 to 1, where a score approaching 1 
describes a firm as being more Home Region oriented.   The Inter-Regionalization Ratio (G) 
obtains the concentration of a firm’s ROW sales versus its Home sales and then compares 
this to the concentration of ROW GDP to Home Country GDP.  This ratio also yields a score 
Z  =  G-R
G+R
I = 
e1
e1 + w1
R +
w1
e1 + w1
G
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from 0 to 1, where a score approaching 1 describes a firm as being more Host Region 
oriented.  The R and G ratios are then used as the basis to calculate a firm’s Global 
Orientation Ratio (Z) which compares the Home Region orientation of the firm (R) and the 
Host Region orientation of the firm (G).  The Z score has a range of -1 to 1 and presents a 
single metric to describe whether a firm can be classified as either Home Region oriented or 
Host Region oriented.  A Home Region oriented firm will reflect a Z score that is less than 0, 
while a Host Region oriented firm will have a Z score greater than 0.  Finally, Asmussen 
(2009) proposes a degree of internationalization or I score, which is essentially an average of 
the R and G scores weighted by GDP.  This weighted average yields a score between 0 and 1, 
where 1 represents the highest degree of internationalization.  Because the I score is 
calculated as an average, the metric is unable to provide an indication of whether the firm’s 
internationalisation path is along a regional or a global trajectory.  An I score simply reflects 
the degree to which a firm’s market orientation (adjusted according to market size) is 
directed outside the domestic country.  To gain insight into whether this foreign market 
orientation is more regional or global, the I score needs to be employed in conjunction with 
the Z score.  Thus, the I and Z scores function as “orthogonal variables” (Asmussen, 2009), p. 
1197) that need to be used together to gain insight into the degree to which a firm is 
oriented towards foreign markets, and whether this orientation is more regional or global in 
nature. 
 The Asmussen ratios basically represent an improvement over the categorical or 
nominal approach to describing the degree of a firm’s international geographic scope 
employed by Rugman and Verbeke in various studies.  The ratios were developed in 
response to measurement problems related to controlling for home country effects, and 
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problems related to determining thresholds to distinguish a regional firm from a global firm 
(Asmussen, 2007).  Both the IC proposed by the author and the Asmussen equations employ 
similar theoretical assumptions in that measures of geographic spread or 
internationalisation must capture the firm’s liability of foreignness in order for the measure 
to be more meaningful.  In order to do this, information on a firm’s geographic revenue 
spread must be calibrated against an external metric, and both the IC (within the context of 
this thesis) and the Asmussen ratios employ GDP.  The Asmussen ratios are mainly intended 
to quantify the general trajectory or direction of a firm’s internationalisation strategy, and 
determine whether this trajectory is intra-regional (or directed at the Home Region) or 
inter-regional (that is, directed outside the Home Region).   
As explained above, the theoretical foundations and assumptions of Asmussen’s R, 
G, Z and I measures and the proposed Internationalisation Coefficient (IC) are the same.  
The information captured by the IC, the features of the measure, and the modes in which 
the IC can be employed, however, are different.  While the R, G and Z measures are 
essentially designed to compare the GDP-weighted home-regional versus host-regional 
internationalisation pattern of firms, the IC is designed to be a much more flexible measure 
that allows the comparison between the locational patterns of an internal firm-specific 
attribute and an external environment-specific characteristic according to a defined set of 
geographic locations.  The particular firm-specific attribute and environmental characteristic 
are not necessarily prescribed, but can be determined based on the nature and objectives of 
the research project.  Likewise, the geographic locations are not necessarily prescribed, but 
can also be determined based on the nature and objectives of the research project, as well 
as the data available.  The calculation of the IC provides information on the extent to which 
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the locational patterns of a firm’s attribute matches the locational patterns of a relevant 
environmental characteristic, thus offering a pattern of a firm’s international dispersal 
adjusted according to relevant environmental characteristics.   
The flexibility of the IC offers a broad range of opportunities for empirical testing.  
The IC allows for flexibility in terms of employing proxy variables to measure firm-specific 
attributes and environment-specific characteristics.  Therefore, the IC can be used to test 
the international geographic dispersal of a firm’s sales against the international geographic 
dispersal of markets (thus measuring downstream internationalisation).  It can also be used 
to test the international geographic dispersal of a firm’s assets against the international 
geographic dispersal of resources (thus measuring upstream internationalisation).  Unlike 
the R, G, Z and I measures which are limited to comparisons between two geographic 
locations (Home region versus Rest of the World), the IC can be configured to compare 
practically an infinite number of geographic locations.  These geographic locations can be 
defined according to the requirements of the research project:  according to cities, 
countries, or regions (geographic, trade, cultural, and others).  The determination of the 
kind and number of geographic locations to employ is only limited by the amount of 
disaggregated data available for the firm-specific attribute and environmental 
characteristics under consideration. 
Furthermore, the calculation of Asmussen’s internationalisation (I) measure yields 
the degree to which a firm is either regionalised or globalised.  The measure in fact obscures 
information on whether the firm is regionalised or globalised; thus, the measure might yield 
exactly the same degree of internationalisation score for a firm that is regionalised as a firm 
that is globalised.  The only way to determine whether a firm is internationalised regionally 
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or internationalised globally is to employ both the I and the Z scores as orthogonal variables, 
where the Z indicates the trajectory of internationalisation (that is, whether a firm follows 
either regional, global or balanced trajectory), and the I indicates the degree to which the 
firm is either regionalised, globalised or balanced.  This makes it difficult to employ the I 
score alone to test the relationship between a firm’s internationalisation and other variables 
(such as performance).  The IC, on the other hand, yields a single score, which thus 
facilitates the testing of the relationship between firm internationalisation and other 
variables, such as performance. 
 
Sample and Methodology 
 Having proposed a robust and more conceptually grounded measure of 
internationalisation, this thesis aims to test the proposed Internationalisation Coefficient on 
the Fortune Global 500 firms.  The Fortune Global 500 firms have been selected as they 
represent the largest firms in the world, and lend themselves as a relevant sample of firms 
to study in international business because internationalisation has historically been closely 
associated with firm size and growth (Penrose, 1959).  The Rugman et al studies  (for 
example (Rugman, 2000) have argued, however, that very few of the world’s largest firms 
are truly global.  Hence, this thesis aims to explore the following sub-questions related to 
the broad research question on the relationship between internationalisation and 
performance discussed in Chapter 1: 
 
1. Using various extant measures and the new proposed Internationalisation 
Coefficient (IC), to what extent are the world’s largest firms global? 
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2. What is the impact of employing various extant measures and the new 
proposed Internationalisation Coefficient (IC) on the resulting nature and 
shape of the relationship between internationalisation and performance 
exhibited by the world’s largest firms over time? 
 
Firms in the Fortune Global 500 during the 5-year time period from 2006 to 2010  
were targeted as the main sample in this study, in line with the justifications for selecting 
the largest and most efficient firms as explained in Chapter 5.    The annual Fortune Global 
500 lists from 2005 to 2009 were combined to create the dataset for the study.  Because the 
annual lists are based on revenue and profit data from the immediately preceding year, the 
resulting panel covered data from 2005 to 2009.  In addition, many individual firms were 
featured in multiple lists in the 5-year period, so the resulting combined list contained a 
total of 656 companies.  Geographically segmented revenue data (consistent with the 
approach employed in Chapter 5), along with data on EBITDA and Total Assets was obtained 
for each company in each year from 2005 to 2009. 
The official corporate websites of the individual firms in the combined list were 
accessed through links provided on the Global Fortune 500 website.  Relevant annual 
reports for each firm in each year were accessed electronically and all required data was 
hand collected and inputted into an electronic database.  Shareholders’ reports, directors’ 
reports, management reports, independent accountants’ reports and various reports to 
government agencies (such as the 10-k and 8-k reports) were examined for each company in 
each year.  Various reports needed to be examined because the geographically segmented 
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sales data required for purposes of this thesis could potentially be located in any one or all 
of these reports.  Purely domestic or predominantly domestic firms were excluded from the 
final sample.  Not all the remaining international firms in the sample reported 
geographically segmented sales data, and these firms were excluded from the final sample.  
Those that did present geographically segmented data, however, employed various 
conventions in defining the relevant segments.  Hence, only those firms with sales data 
segmented in the form required in this thesis were retained in the final sample.  In addition 
to geographically segmented sales data, data on EBITDA and Total Assets were also 
manually extracted from individual company reports.  The process of hand collecting data 
from publicly available reports on official company websites was conducted over a six-
month period. 
  As described above, data gathering was mainly limited by the amount and form of 
financial information made available by individual companies for each year in the 5-year 
period covered.  The final resulting dataset employed in this thesis included a total of 318 of 
the original 656 companies.  A total of 338 companies were dropped from the dataset for 
the reasons indicated in Figure 6.3. 
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Figure 6.3  Reasons for Data Attrition 
 
 
A significant proportion of firms was excluded from the sample due to the fact that 
their operations were domestic or largely domestic (28.99%).  Some firms ceased operations 
or were dissolved (3.85%), there were two instances of mergers (0.59%), and the websites 
of some firms were inaccessible (2.07%).  Duplicate entries (1.78%) were also removed from 
the database (these included firms that underwent a change of name within the period).  
The main reason, however, for data attrition was due to the unavailability of data (62.72%).  
Figure 6.4 summarises the major explanations for the unavailability of data. 
 
  
No Data
62.72%
Domestic
28.99%
Dissolved
3.85%
Inaccessible
2.07%
Duplicates (incl 
name changes)
1.78% Mergers
0.59%
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Figure 6.4  Reasons for Data Unavailability 
 
 
Apart from the unavailability of English language data (5%) and the unavailability of 
financial data (23%), a significant number of firms (72%) did not have the geographically 
segmented data required for the study.  This includes instances where domestic country 
revenue was unavailable or no international geographic segmentation of revenues was 
provided (e.g. the reporting of domestic versus aggregate international revenues only).  In 
some cases, firms employed revenue segmentation approaches that could not be utilised 
for the purposes of the study.  Examples of these cases are where trade regions (e.g. NAFTA) 
or language (e.g. German-speaking countries) was used by the firm as the basis for revenue 
segmentation.  In other cases, firms utilised a combination of segmentation approaches that 
did not make it possible to extract the kind of regional geographic segmentation required 
for the study.  For example, some firms used a combination of trade region and geographic 
segmentation to disaggregate its revenues (e.g. Germany-Rest of Europe-NAFTA, or Spain-
No English Data
5% No Financial 
Data
23%
No Usefully 
Segmented Data
72%
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EU-OECD-Others) or a combination of geographic and product segments (e.g. Europe-
Product Group A-Subsidiary A).  In many cases, firms used countries as a basis for 
geographic segmentation, and limited segment reporting to those countries that account for 
more than 10% of revenue.  This resulted in geographic segmentation that could not be 
used in the study (e.g. Japan-US-Others).  Finally, some firms employed geographic 
segmentation approaches incompatible with the approach and objectives of the study (e.g. 
the aggregation of sales from Asia and Africa), reported geographic segments only for profit 
but not revenues, or did not provide any geographic segmentation at all for reasons of 
immateriality or the excessive costs associated with providing the segmented data. 
For the reasons described above, a total of 338 firms were excluded from the 
dataset, resulting in a final sample of 318 individual MNEs (Table 6.4) representing 28 
countries (Table 6.5):  
 
 
Table 6.4  Fortune Global 500 Final Sample (2005 to 2009) 
HOME REGION COUNT % TO TOTAL 
Americas 106 33% 
Asia Pacific 66 21% 
Europe 142 45% 
Rest of the World (ROW) 4 1% 
TOTAL 318 100% 
 
 
 Table 6.4 shows that the home countries of 106 firms (or 33%) in the final sample are 
located in the region of the Americas.  The home countries of 66 firms (or 21%) in the final 
sample) are located in the Asia Pacific region, while the home countries of 142 firms (or 
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45%) are located in Europe.  The home countries of only 4 firms (1%) are located in the Rest 
of the World (ROW).    
The data in Table 6.4 is further disaggregated in Table 6.5.  As shown below, the 
home countries of the 106 firms based in the Americas are Brazil, Canada, the USA and 
Mexico.  The USA is the home country of the majority of the firms from the Americas (87 
firms), while Brazil is the home country of only one of the firms from the Americas.  
Fourteen of the firms are from Canada, and four are from Mexico.   
The 66 firms from the Asia Pacific are from six countries in this geographic region.  Of 
the six countries, Japan is the home country of the greatest number of firms from the region 
(48 firms).  Australia is the home country of six firms, while South Korea and China are the 
home countries of five and four firms, respectively.  Taiwan is the home country of two 
firms, while India is the home country of one firm in the sample.   
The 142 firms based in Europe are from 16 countries in the region.  Germany, France 
and the United Kingdom are the home countries of most of the firms in the region with 32, 
26, and 25 firms, respectively, based in each country.  Italy, Switzerland and the Netherlands 
are the home countries of 11, 10, and 9 firms, respectively.  In the case of Spain and 
Sweden, each is the home country of six firms, while Finland is the home country of three 
firms in the sample.  Austria, Belgium, Denmark, Ireland, and Norway are each home 
countries to two firms, while Hungary and Portugal are each home countries to one firm.  
Two of the firms in the sample are unique in that they identify not just one, but two home 
countries (Belgium/Netherlands and UK/Netherlands).   
Finally, the four firms based in the Rest of the World (ROW) are from two countries.  
Russia is the home country of three firms, while Israel is the home of one firm in the sample. 
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Table 6.5 Countries Represented in the Fortune Global 500 Final Sample (2005 to 2009) 
HOME REGION Home Countries 
No. of 
Firms 
Regional 
Total 
Americas Brazil 1   
  Canada 14   
  USA 87   
  Mexico 4 106 
Asia Pacific Australia 6   
  China 4   
  India 1   
  Japan 48   
  S Korea 5   
  Taiwan 2 66 
Europe Austria 2   
  Belgium 2   
  Belgium/Netherlands 1   
  UK 25   
  UK/Netherlands 1   
  Denmark 2   
  Finland 3   
  France 26   
  Germany 32   
  Hungary 1   
  Ireland 2   
  Italy 11   
  Netherlands 9   
  Norway 2   
  Portugal 1   
  Spain 6   
  Sweden 6   
  Switzerland 10 142 
Rest of the 
World Russia 3   
  Israel 1 4 
    TOTAL 318 
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Not all firms in the resulting sample of 318 had available, appropriately segmented 
data for each year from 2005 – 2009, thus resulting in an unbalanced longitudinal panel 
containing a total of 1,431 data points.  The number of firms in the sample where data was 
available per year in the panel is presented in Table 6.6. 
 
Table 6.6  Final Panel , Number of Firms with Available Data from 2005 - 2009 
Year 
No. of Data 
Points 
2005 268 
2006 280 
2007 289 
2008 295 
2009 299 
TOTAL 1,431 
  
 
To determine the degree of internationalisation of the firms in the sample, this thesis 
focuses on the firms’ international market presence; hence, the following 
internationalisation measures were obtained for all firms over the 5-year horizon: 
Internationalisation Coefficient (IC).   For the purposes of this thesis, the geographic 
distribution of firm revenues was compared against the geographic distribution of 
global markets.  Gross domestic product based on purchasing power parity valuation 
of country GDP (or GDP PPP) was used as a proxy measure for market size.  Data on 
GDP PPP from 2005 to 2009 was obtained from the International Monetary Fund 
World Economic Outlook Database for October 2010. 
In line with the international geographic disaggregation approach employed in 
Chapter 5, data on the GDP PPP of 183 countries was obtained from the World 
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Economic Outlook database and classified into one of the following regions defined 
by the CIA World Factbook to obtain regional GDP PPP figures for 5 years from 2005 
to 2009: 
 
  Americas (includes the Caribbean) 
  Asia and Oceania 
  Europe 
  Rest of the World (includes Middle East and Africa) 
 To calculate the IC, both the firms’ sales and global markets were disaggregated into 
the following 5 geographic regions (Table 6.7): 
 
Table 6.7  Regional Disaggregation of Revenues 
Region 1 Home Country (domestic) 
Region 2 
Home Region (the rest of the firm’s Home 
Region outside its Home Country) 
Region 3 
Foreign Region 1 (Americas, Asia/Pacific or 
Europe, outside the defined Home Region) 
Region 4 
Foreign Region 2 (Americas, Asia/Pacific or 
Europe, outside the defined Home Region) 
Region 5 Rest of the World (Middle East and Africa) 
 
 
Finally, Fortune Global 500 firm data made available in company annual reports was 
matched against GDP PPP data from the International Monetary Fund World 
Economic Outlook Database for the relevant year.  For example, firm sales recorded 
for the year ended December 2005 in the Fortune Global 500 database and 2005 
GDP PPP data from the World Economic Outlook database were matched to 
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calculate the IC.  Certain countries employ reporting conventions that have different 
financial years.  While most countries represented in the final database have 
financial years that end in December, other countries have financial years ending in 
March or June.  In these cases, the data for financial years ending in March or June 
were used to reflect firm data for the immediately preceding year.  Data for the 
financial year ending March 2006, for example, was recorded as data for 2005 in the 
database.   
 
Foreign Sales-to-Total Sales Ratio.  This is the most popular continuous measure of 
internationalisation, calculated as the proportion of sales obtained by a firm outside 
its domestic country.  Referring to the geographic regions defined above, the FSTS of 
all firms in the sample was calculated using the following formula: 
 FSTS = Σ (% of Sales in Regions 2, 3, 4, and 5) 
 
Herfindahl-Hirschman Index (HHI).  This is a less popular measure of 
internationalisation employed in the literature, calculated for each firm in the 
sample using the following formula: 
HHI = 1 - Σρn
2 
Where:  ρ – regional proportion of a firm’s sales to the total  
 
 n – number of defined regions (Regions 1, 2, 3, 4, and 5) 
 
 This approach for calculating a Herfindahl-Hirschman Index will yield a continuous 
value from 0 to 1, where 1 indicates the highest level of international dispersal. 
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A Note on the Rugman Classification Method.  This categorical measure was 
proposed by Rugman (2000) and largely tested on Fortune Global 500 firms, where 
firms were classified into: 
 
Global Firms that have sales of 20% or more in each of the three 
regions in the triad, but less than 50% in any one region 
Home region 
oriented 
Firms that have at least 50% of their sales in their home 
region  
Bi-regional Firms with at least 20% of their sales in each of two 
regions, but less than 50% in any one region 
Host region 
oriented 
Firms that have more than 50% of their sales in a region 
other than their home region 
 
This categorical approach has been key in arguing that the world’s largest firms are 
home regional players, and not global players.  This approach, however, has come 
under criticism (see for example (Osegowitsch & Sammartino, 2008), mainly because 
of the controversial thresholds adopted that distinguish between categories.  
Furthermore, beyond producing a rudimentary classification and description of the 
sample of firms under examination, the categorical or nominal nature of the 
measurement does not lend itself to more rigorous statistical testing compared to 
the other extant measures that produce interval data.  This thesis argues, however, 
that the Herfindahl-Hirschman Index (HHI) can effectively serve as the proxy interval 
data-based measure for the nominal Rugman measure.  This is because it can be 
inferred that the “global” firm as defined by the Rugman measure assumes an even 
distribution of sales across the 3 major economic regions.  Hence, the more evenly 
distributed the firm’s sales are across regions, the more global it is.  This is, in effect, 
 Internationalisation and Performance  Page | 221  
Sandra Seno-Alday  2011 
 
 
the same assumption made by the Herfindahl-Hirschman Index which is a measure 
of concentration or dispersal of sales.  As computed above, the HHI yields a number 
between 0 to 1 such that the more dispersed a firm’s sales are across regions, the 
closer the HHI is to 1, which makes a firm more global or international. Whilst the 
HHI cannot differentiate among the various regional orientations specified by 
Rugman (Home Region Oriented, Bi-Region Oriented, Host Region Oriented), it is still 
the best interval proxy measure to the categorical Rugman measure.  This is because 
for the purposes of the current study, the HHI lends itself better to statistical testing 
and analysis.  Thus, this thesis will not include the nominal Rugman measure among 
the extant internationalisation measures to be compared against the proposed IC. 
  
Hence, this thesis employs three comparable, continuous interval measures of 
internationalisation for each firm in the sample, all of which yield a value between 0 to 1, 
where 1 consistently represents the score of the “most international” or “most global” firm:  
(1) the Foreign Sales – to – Total Sales ratio (FSTS), (2) the Herfindahl Hirschman Index (HHI), 
and (3) the proposed Internationalisation Coefficient (IC).  To determine if the new 
proposed IC measure yields statistically different means compared to the FSTS and the HHI, 
paired t-tests were conducted on IC-FSTS and IC-HHI.   
 The same sample of firms was used to revisit the relationship between 
internationalisation and performance, introducing internal controls and rigour to statistical 
analyses.  As discussed above, the regression analyses were conducted on the resulting 
unbalanced panel of 318 firms to determine the impact of the employment of various 
measures on the resulting internationalisation-performance relationship.   To test this 
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relationship, a fixed effects regression analysis was conducted on the data using the various 
internationalisation measures as independent variables.  The dependent variables employed 
were the firms’ Return on Sales (ROS) calculated based on Earnings Before Interest, 
Depreciation and Taxes (EBITDA), and Return on Assets (ROA) calculated also based on 
EBITDA.  Because the succeeding empirical section in this thesis tests the international 
market presence of the world’s largest firms, the selection of ROS-EBITDA as the 
appropriate dependent variable is consistent with the discussion in Chapter 3:  if a firm 
internationalises in an attempt to capture foreign markets by leveraging its firm-specific 
advantages, then the relevant performance indicator must be a measure of return on sales.  
The ROS-EBITDA has been selected as a measure of a firm’s return on sales to eliminate 
effects on performance related to home country-specific regulation on taxation and 
accounting practices on depreciation that may vary across countries.  The ROA was 
employed as an alternate measure of firm performance to compare the efficiency of asset 
utilisation among firms with different degrees of internationalisation.   
The fixed effects regression analysis was selected as an empirical tool as it harnesses 
the advantages of analysing an identical set of firms over a 5-year horizon, and thus enables 
the testing of behavioural models that are more realistic compared to the more 
conventional cross-sectional or time series analysis (Hsiao, 1986).  The fixed effects 
regression approach was employed to better control for both observed and unobserved 
variables that may potentially confound the results (Allison, 2009).  This approach differs 
from random effects regression estimates which use information on both within-firm and 
between-firm variations.  Fixed effects regressions, however, use information only on 
within-firm variations and discards between-firm variations to estimate regression 
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parameters.  This results in larger standard errors, higher ρ values and wider confidence 
intervals compared to random effects regressions (Allison, 2009).  Because only information 
on within-firm variations are considered in fixed effects regression, this introduces a much 
greater degree of control and produces unbiased estimates of the regression parameters 
(Allison, 2005, Allison, 2009).  This approach is appropriate for testing the 
internationalisation-performance question on a sample of the Fortune Global 500, as this 
sample consists of a heterogeneous set of firms.  The fixed effects regression approach 
effectively builds in controls for all stable firm-specific characteristics such as home country, 
home region, industry, size, and age.    
Chapter 7 presents and discusses the results of the empirical tests conducted on the 
internationalisation patterns of a sample of Fortune Global 500 firms, while Chapter 8 
presents and discusses the results of the empirical tests conducted on the relationship 
between internationalisation and performance.   
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Chapter 7 Measuring Internationalisation Using Alternative 
Measures  
 
This chapter assesses the degree of internationalisation of a sample of Fortune Global 500 
firms from 2005 to 2009 and empirically tests the distinctiveness of the proposed 
Internationalisation Coefficient (IC) against extant measures of internationalisation.  The 
results indicate that the IC is a statistically distinct measure of internationalisation compared 
to existing measures.  The results are discussed in light of the profile of the sample and the 
time frame of the study.   
 
   
Introduction 
This thesis has thus far argued that the persistent disagreement on the nature of the 
internationalisation-performance relationship may in part be traced to a lack of consensus 
on the appropriate measure of firm internationalisation to employ. An assessment of extant 
internationalisation measures was conducted and it was concluded that none of the extant 
measures accurately and consistently captures the rational nature of the internationalising 
firm as portrayed in established international business theories. This thesis thus proposes a 
theoretically-grounded operational definition of an international firm:  that is, a firm able to 
accurately identify markets and resources where they are located in the world and 
effectively overcome its liability of foreignness to gain access to those markets and 
resources.  Anchored on this definition, the Internationalisation Coefficient (IC) is proposed 
as a new measure of firm internationalisation.  The IC compares the international 
geographic distribution of firm-specific attributes (such as revenues or assets) against the 
international geographic distribution of relevant environment-specific attributes (such as 
markets or resources).  It is suggested that the truly global or truly international firm’s 
international dispersal of revenues or assets must match the geographic dispersal of 
markets or resources (reflected in an IC that is close to 1.00), indicating that the firm is 
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effectively able to overcome its liability of foreignness to capture or acquire international 
markets and/or resources where they are located in the world. 
This chapter determines the degree of internationalisation of a sample of Fortune 
Global 500 firms (refer to Table 6.4 for the sample profile) using the proposed 
Internationalisation Coefficient (IC) and two extant internationalisation measures:  the 
Foreign-to-Total Sales Ratio (FSTS) and the Herfindahl-Hirschman Index (HHI).   
  
Degrees of Internationalisation:  The IC versus Extant Measures 
 The 5-year average degree of internationalisation was calculated for each firm in the 
sample of Fortune Global 500 firms using the new proposed Internationalisation Coefficient 
(IC), the Foreign-to-Total Sales Ratio (FSTS), and the Herfindahl-Hirschman Index (HHI).   It is 
important to note that because the final sample consisted of an imbalanced panel, the 
calculated means in this discussion do not necessarily represent the average of all 318 firms 
in each year.   
The overall 5-year averages show that the 3 measures of internationalisation suggest 
different degrees of internationalisation for the same sample of Fortune Global 500 firms 
(Figure 7.1): 
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Figure 7.1  5-Year Average Degrees of Internationalisation of a Sample of Fortune Global 
500 Firms (2005 to 2009) 
 
 
  
 
 All the measures employed assign each firm a degree of internationalisation score 
between 0 and 1.00, where 1 indicates the highest degree of internationalisation.  This 
range can further be broken down into groups with equivalent scores and qualitative 
descriptions of internationalisation (Table 7.1).  Thus, the firms with scores in Group 4 can 
be described as having the highest degrees of internationalisation and hence deemed the 
“most international” among the firms.  Those in the lowest group (Group 1), on the other 
hand, are firms with the lowest internationalisation scores and hence deemed the “least 
international”.   
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Table 7.1  Degree of Internationalisation Quartiles, Scores and Descriptions 
 
Groups Scores Descriptions 
Group 4 (G4) 0.75 - 1.00 High 
Group 3 (G3) 0.50 - 0.74 
Moderate to 
High 
Group 2 (G2) 0.25 - 0.49 
Moderate to 
Low 
Group 1 (G1) 0.00 - 0.24 Low 
 
 Using the group thresholds as a basis, employing the FSTS will reflect an overall 
moderate to low degree of internationalisation (0.49) for the sample of Fortune Global 500 
firms in the period between 2005 and 2009.  Employing the HHI and the IC, on the other 
hand, will reflect an overall moderate to high degree of internationalisation for the same 
firms, with the IC (0.61) reflecting the highest degree of internationalisation among the 3 
measures.  When the overall averages are broken down to reveal how each measure of 
internationalisation characterises the degree of internationalisation of the firms in the 
sample, the results further highlight the disparity across measures (Figure 7.2).  Employing 
the IC as a measure of internationalisation results in a distribution where the significant 
majority of firms (70%) have a high and moderate to high degree of internationalisation, 
with 39% of firms in Group 4 and 31% of firms in Group 3.  Employing the FSTS, on the other 
hand, results in a fairly even distribution across groups, where half of the firms have high 
and moderate to high degrees of internationalisation.  Using the FSTS as a measure of 
internationalisation, the majority of firms in the sample (57%) are characterised as having 
moderate degrees of internationalisation, with 28% of firms in Group 3 and 29% of firms in 
Group 2.  Finally, when the HHI is employed, only 4% of the firms are classified as highly 
 Internationalisation and Performance  Page | 228  
Sandra Seno-Alday  2011 
 
 
international, with a significant majority of firms (88%) classified as having moderate 
degrees of internationalisation (30% in Group 2 and 58% in Group 3). 
 
 
Figure 7.2  5-Year Average Degrees of Internationalisation by Group 
 
 
 
 Further disaggregating the data into regions to arrive at internationalisation profiles 
of firms and internationalisation trends of each major geographic region yields interesting 
results.  As summarised in Figure 7.3, if the IC is employed as a measure of 
internationalisation, firms from the Americas exhibit the highest 5-year average degree of 
internationalisation at 0.67 (moderate to high), followed by firms from the Rest of the 
World, which have a 5-year average degree of internationalisation of 0.65 (moderate to 
high).  The regions with the lowest levels of firm internationalisation are Europe and the 
Asia Pacific, whose firms have a 5-year average degree of internationalisation of 0.62 and 
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0.50 (moderate to high), respectively.  If, however, the FSTS is employed as a measure of 
internationalisation, it is the European firms that emerge as the most international firms 
among the major regions, with a 5-year average degree of internationalisation of 0.61 
(moderate-to-high).  Firms from the Rest of the World have the second highest levels of 
internationalisation, with a 5-year average of 0.55 (moderate-to-high).  Firms from the 
Americas have a 5-year average of 0.42 (moderate to low), while firms from the Asia Pacific 
have the lowest levels of internationalisation, with a 5-year average of 0.39 (moderate-to-
low).  Finally, if the HHI is employed as a measure of internationalisation, the most 
international firms are those from the Rest of the World with a 5-year degree of 
internationalisation average of 0.63 (moderate to high), followed by European firms with a 
5-year average of 0.57 (moderate to high).  Firms from the Americas have a 5-year average 
of 0.51 (moderate to high), while Asia Pacific firms have the lowest levels of 
internationalisation with a 5-year degree of internationalisation average of 0.48 (moderate 
to low).  In summary, if the FSTS is employed as a measure of internationalisation, European 
firms emerge as the most international in the world (0.61, moderate to high).  If the HHI is 
employed, firms from the Rest of the World exhibit the highest levels of internationalisation 
(0.63, moderate to high), while firms from the Americas emerge as the most international if 
the IC is employed as a measure of internationalisation (0.67, moderate to high).   
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Figure 7.3  5-Year Averages by Region 
 
 
Figure 7.4  5-Year Averages by Measure 
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 The results indicate that employing different measures of internationalisation reflect 
different degrees of internationalisation for the same sample of firms.  The regionally 
disaggregated results (Figures 7.5 to 7.8) support the aggregated results above, and further 
highlight the differences in firm internationalisation that emerge when different 
internationalisation measures are employed.  Figure 7.5 shows that most of the firms from 
the Americas (45%) exhibit high degrees of internationalisation if the IC is employed as a 
measure of internationalisation.  If the FSTS is employed as a measure of 
internationalisation, most of the firms (40%) exhibit moderate-to-low degrees of 
internationalisation.  Finally, if the HHI is employed is a measure of internationalisation, 
majority of the firms (59%) exhibit moderate-to-high degrees of internationalisation. 
 Figure 7.6, on the other hand, shows that most of firms from the Asia Pacific region 
(36%) exhibit moderate-to-low degrees of internationalisation if the FSTS is employed as a 
measure of internationalisation.  If the HHI and the IC are employed as measures of 
internationalisation, most of the firms exhibit moderate-to-high degrees of 
internationalisation.  However, a more significant proportion of firms (45%) exhibit 
moderate-to-high degrees of internationalisation if the HHI is employed as a measure of 
internationalisation.  If the IC is employed as a measure of internationalisation, a less 
significant proportion of firms (27%) exhibit moderate-to-high degrees of 
internationalisation. 
 Figure 7.7 shows that the majority of firms from Europe (63%) exhibit moderate-to-
high degrees of internationalisation if the HHI is employed as a measure of 
internationalisation.  Interestingly, if the FSTS and the IC are employed as measures of 
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internationalisation, 39% and 40% of firms, respectively, exhibit high degrees of 
internationalisation. 
 Finally, Figure 7.8 shows that if the IC is employed as a measure of 
internationalisation 50% of firms from the Rest of the World exhibit high degrees of 
internationalisation.  If the FSTS and HHI are employed as measures of internationalisation, 
most firms exhibit moderate-to-high degrees of internationalisation.  However, a more 
significant majority of firms (75%) exhibit moderate-to-high degrees of internationalisation 
if the HHI is employed as a measure of internationalisation.  A slightly smaller percentage 
(50%) exhibits moderate-to-high degrees of internationalisation if the FSTS is employed as a 
measure of internationalisation. 
 
 
Figure 7.5  Degrees of Internationalisation, Americas 
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Figure 7.6  Degrees of Internationalisation, Asia Pacific 
 
 
 
Figure 7.7  Degrees of Internationalisation, Europe 
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Figure 7.8  Degrees of Internationalisation, Rest of the World 
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measure, the IC thus captures different dimensions of firm internationalisation not captured 
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Table 7.2  Paired t-test Results (5-Year Averages) 
 
 
 
Paired t-test 1:  IC – FSTS     
Variable Obs Mean Std. Err. Std. Dev.   
IC 1431     0. 6304403     0. 0066899     0. 2530699     0. 6173172     0. 6435634 
FSTS 1431      0. 507037     0. 0068118     0. 2576801     0. 4936749     0. 5203992 
diff 1431      0.1234032***     0. 0042692     0. 1614994     0. 1150286     0. 1317779 
***  p < 0.01     ** p< 0.05     * p < 0.1   
 
 
 
 
 
    
Paired t-test 2:  IC – HHI     
Variable Obs Mean Std. Err. Std. Dev.   
IC 1431     0. 6304403     0. 0066899     0. 2530699     0. 6173172     0. 6435634 
HHI 1431     0. 538232     0. 0045434     0. 1718721     0. 5293195     0. 5471445 
diff 1431     0.0922082***        0. 003284        0. 124228     0. 0857663     0. 0986502 
***  p < 0.01     ** p< 0.05     * p < 0.1   
 
 
To further confirm the results, separate paired t-tests were conducted for each year 
from 2005 to 2009.  The paired t-tests for the difference of means between the IC and the 
FSTS and the IC and the HHI for every year consistently support the results above at the 1% 
level of significance (Tables 7.3 to 7.7). 
 
Table 7.3  Paired t-test Results (2005 Averages) 
 
Paired t-test 1:  IC – FSTS     
Variable Obs Mean Std. Err. Std. Dev.   
IC 268     0.6201866     0.0160686     0.2630539 0.5885493     0.6518238 
FSTS 268     0.4795896     0.0158226     0.2590277 0.4484365     0.5107426 
diff 268     0.140597***     0.0100089 0.1638523 0.1208907     0.1603034 
***  p < 0.01     ** p< 0.05     * p < 0.1   
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Paired t-test 2:  IC – HHI     
Variable Obs Mean Std. Err. Std. Dev.   
IC 268     0.6201866     0.0160686     0.2630539 0.5885493     0.6518238 
HHI 268     0.5225373 0.0109171     0.1787207 0.5010427 0.5440319 
diff 268     0.0976493*** 0.0079534 0.1302032 0.0819898 0.1133087 
***  p < 0.01     ** p< 0.05     * p < 0.1   
 
 
Table 7.4  Paired t-test Results (2006 Averages) 
 
Paired t-test 1:  IC – FSTS     
Variable Obs Mean Std. Err. Std. Dev.   
IC 280 0.6278214 0.0151234 0.2530628 0.598051 0.6575919 
FSTS 280 0.49125 0.0152441 0.2550821 0.461242 0.521258 
diff 280 0.1365714*** 0.009498 0.1589313 0.1178747 0.1552682 
***  p < 0.01     ** p< 0.05     * p < 0.1   
 
 
    
Paired t-test 2:  IC – HHI     
Variable Obs Mean Std. Err. Std. Dev.   
IC 280 0.6278214 0.0151234 0.2530628 0.598051 0.6575919 
HHI 280 0.53175 0.0101517 0.1698707 0.5117663 0.5517337 
diff 280 0.0960714*** 0.0076449 0.1279236 0.0810224 0.1111204 
***  p < 0.01     ** p< 0.05     * p < 0.1   
 
Table 7.5  Paired t-test Results (2007 Averages) 
 
Paired t-test 1:  IC – FSTS     
Variable Obs Mean Std. Err. Std. Dev.   
IC 289 0.6336678 0.0143916 0.2446576 0.6053417 0.6619939 
FSTS 289 0.5054671 0.0146899 0.2497288 0.4765539 0.5343804 
diff 289 0.1282007*** 0.0090312 0.1535309 0.1104251 0.1459763 
***  p < 0.01     ** p< 0.05     * p < 0.1   
 
 
    
Paired t-test 2:  IC – HHI     
Variabl
e 
Obs Mean Std. Err. Std. Dev.   
IC 289 0.6336678 0.0143916 0.2446576 0.6053417 0.6619939 
HHI 289 0.5417647 0.0097668 0.1660363 0.5225413 0.5609881 
diff 289 0.0919031*** 0.0071886 0.1222056 0.0777543 0.1060519 
***  p < 0.01     ** p< 0.05     * p < 0.1   
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Table 7.6  Paired t-test Results (2008 Averages) 
 
Paired t-test 1:  IC – FSTS     
Variable Obs Mean Std. Err. Std. Dev.   
IC 295 0.6365763 0.0145588 0.2500561 0.6079235 0.665229 
FSTS 295 0.5278305 0.0151297 0.2598614 0.4980542 0.5576068 
diff 295 0.1087458*** 0.009518 0.1634766 0.0900138 0.1274778 
***  p < 0.01     ** p< 0.05     * p < 0.1   
 
 
    
Paired t-test 2:  IC – HHI     
Variable Obs Mean Std. Err. Std. Dev.   
IC 295 0.6365763 0.0145588 0.2500561 0.6079235 0.665229 
HHI 295 0.5463051 0.0099463 0.170833 0.5267301 0.56588 
diff 295 0.0902712*** 0.0069721 0.11975 0.0765496 0.1039928 
***  p < 0.01     ** p< 0.05     * p < 0.1   
 
 
Table 7.7  Paired t-test Results (2009 Averages) 
 
Paired t-test 1:  IC – FSTS     
Variable Obs Mean Std. Err. Std. Dev.   
IC 299 0.6329097 0.0148209 0.256278 0.6037427 0.6620767 
FSTS 299 0.5274247 0.0151845 0.2625643 0.4975423 0.5573072 
diff 299 0.1054849*** 0.0095593 0.1652962 0.0866726 0.1242973 
***  p < 0.01     ** p< 0.05     * p < 0.1   
 
 
    
Paired t-test 2:  IC – HHI     
Variable Obs Mean Std. Err. Std. Dev.   
IC 299 0.6329097 0.0148209 0.256278 0.6037427 0.6620767 
HHI 299 0.54699 0.0100614 0.1739773 0.5271896 0.5667903 
diff 299 0.0859197*** 0.0070546 0.1219861 0.0720365 0.099803 
***  p < 0.01     ** p< 0.05     * p < 0.1   
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Discussion:  Degrees of Internationalisation 
 The results confirm that employing different measures of internationalisation yields 
statistically different outcomes, thus leading to different conclusions regarding the degrees 
of internationalisation for the same sample of firms.  The resulting degrees of 
internationalisation may in fact be divergent, as illustrated in Figure 7.3 above, which shows 
how the different measurement approaches result in different quartile distributions of the 
same firms across the internationalisation spectrum.  Measuring internationalisation with 
the HHI, for instance, will result in only 4% of firms classified as highly international, but 
measuring internationalisation using the IC will result in a significantly higher proportion of 
39% in the same sample of firms classified as highly international.  The divergence is further 
illustrated in Figure 7.4, which shows, for example, that American firms will have an average 
degree of internationalisation of 0.67 when the IC is employed as a measure of 
internationalisation, but will exhibit a significantly lower average degree of 
internationalisation of 0.42 when the FSTS is employed as a measure of internationalisation.  
As argued in Chapter 4, this divergence in scores is due to the fact that the different 
measures contain different kinds of information on firm internationalisation.  That is, 
because the underlying conceptualisation and operational definition of the phenomenon of 
firm internationalisation is different, each measure captures a different characteristic (or 
dimension) of the phenomenon.  This, therefore, results in different metrics, each 
essentially offering different kinds of insights on firm internationalisation.  While different 
measures have been employed in extant studies, the resulting metrics have been 
interpreted to generally describe the “degree of internationalisation” of firms.  This general 
description of internationalisation is made without reference to the specific 
internationalisation dimensions captured by various measures.  Thus, the lack of consensus 
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regarding the degree of internationalisation of firms in the literature can be explained by 
the generalised interpretations of internationalisation metrics.  These generalisations have 
the effect of obscuring the underlying differences in the internationalisation dimensions 
captured by various measures.  Hence, differences in the degree of internationalisation of 
firms appear as disagreements or inconsistencies in the literature, when in fact they simply 
reflect different characteristics or dimensions of the same phenomenon. 
 The three measures employed in this thesis offer insights into firm 
internationalisation at varying degrees of depth or richness.  In fact, it can be argued that all 
three measures can be viewed as variations of a measure of concentration, each offering 
different levels of detail on the nature of the geographic concentration of a firm’s 
operations.  The most rudimentary of the measures is the FSTS, which essentially divides the 
world into two “regions” -- domestic and foreign – and provides information on which of 
these two regions a firm’s operations are more concentrated in.  The FSTS provides 
information on the extent to which a firm’s operations are concentrated in domestic versus 
foreign markets (or the extent to which it is dependent on domestic versus foreign markets).    
Thus, the FSTS functions as a measure of concentration that provides little locational 
information beyond what is defined by a nation’s borders.  A firm’s operations are either 
inside or outside these borders, and the FSTS provides an indication of where most of these 
operations are concentrated.  Mathematically, the usefulness of the FSTS ratio (and similar 
ratios) is limited to assessments of concentration or dispersal between one geographic area 
versus a total or aggregate of all areas under consideration.  Hence, the FSTS ratio compares 
the sales generated by a company in foreign markets against the total of all sales generated 
by the company (that is, in both foreign and domestic markets).  Similar sales-based ratios 
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can be constructed to compare a company’s sales in a single country versus total sales, or 
aggregate sales in the home region versus total sales.  Basically, the ratio is only capable of 
comparing two “regions”:  that is, (1) a specifically-defined subset versus (2) the whole.  It is 
not capable of disaggregation beyond these two “regions”.   
The simplicity and ease of calculation of the FSTS have thus made it one of the most 
popular measures of internationalisation in the past 50 years.  However, this simplicity is 
now also a source of its major limitation as a measure, given current international business 
research challenges.  More recent international business questions now require the analysis 
and measure of more geographically disaggregated firm data.  The recent emergence of the 
regionalisation versus globalisation debate, for instance, requires the analysis of firm data 
(e.g. assets or sales) disaggregated into at least 3 regions (the home country, the home 
region, and the rest of the world).  This level of disaggregation is employed by Rugman and 
Verbeke (2007), for example, and required in calculations of Assmussen’s regionalisation 
and globalisation ratios (2007).   
On the other hand, the structure of the HHI equation does not subject it to the 
limitations of the FSTS ratio.  In fact, the HHI is capable of calculations involving a virtually 
unlimited number of geographic regions for which disaggregated firm data is available.  The 
HHI is thus a much richer measure of internationalisation.  It is capable of providing 
information on the extent of the dispersal of revenues (or assets, employees or other firm-
specific attribute) across a much greater number of international locations or geographic 
areas compared to what the FSTS is capable of disaggregating.  The HHI is not only a richer 
measure of internationalisation but also a very flexible one to employ:  that is, the equation 
can be manipulated to accommodate between 2 and a practically infinite number of 
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locations.  Whilst this measure is not subject to the limitations of the FSTS, it is 
characterised by its own unique limitation as a measure.  The HHI can provide information 
on the degree to which a firm’s operations are geographically concentrated, but cannot 
offer any insight as to the relevance of the locations of the firm’s operations.  Unlike the 
more rudimentary FSTS which can provide insight on whether a firm’s operations tend to be 
concentrated in the domestic or foreign market, the HHI can only describe the degree to 
which a firm’s operations tend to be concentrated or dispersed.  This limitation, 
unfortunately, does not allow the HHI to address the current international business research 
challenges which demand much greater depth of insight on the internationalisation patterns 
of firms. 
The proposed IC is designed to incorporate the strengths of the 2 extant measures 
while overcoming their limitations.  The IC combines the computational ease of the FSTS 
and the flexibility of the HHI.  It is capable of providing information on the extent to which 
the distribution of a firm’s revenues (or other firm-specific attribute) matches the 
distribution of markets (or other relevant international environment-specific attribute) 
across a given set of international locations or geographic areas in the world.  Like the HHI, it 
can be manipulated to accommodate between 2 and a virtually infinite number of 
geographic regions for which disaggregated firm and environment data are available.  The 
equation can also be used to compare any combination of firm-specific variables and 
environment-specific variables, and need not be limited by the variables used in this thesis 
(that is, firm sales and market size).  Further, the IC is a measure that is more firmly 
grounded in international business theory as it captures the extent to which the firm has 
been able to successfully capture the various advantages and opportunities offered by the 
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international environment.  In this thesis, the IC is employed to measure the ability of the 
world’s largest firms to capture international markets where they are located in the world. 
 Thus, the three measures offer different insights into firm internationalisation and 
the simultaneous employment of these three measures provides a wealth of insight into the 
internationalisation characteristics and patterns of the sample of Fortune Global 500 firms 
from 2005 to 2009.  The results in Figure 7.1 suggest that the sample of Fortune Global 500 
firms has, on average, depended on foreign or international markets for 49% of their 
revenues over the 5-year period, as reflected in the average FSTS of 0.49.  While the extent 
of the firms’ foreign market dependence has been at 49%, the firms’ overall market 
dependence seems to be concentrated in a moderate number of markets (including the 
domestic market) as evidenced in the HHI score of 0.54.  However, the average IC score is at 
0.61, indicating that the firms’ international revenue distribution, on average, has generally 
mirrored the distribution of markets in the world.  The firms in the sample of Fortune Global 
500 have, over the 5-year period, been able to establish an international presence where it 
matters:  that is, where the significant markets in the world are located.  These patterns of 
firm activity captured by the different measures of firm internationalisation further lead to 
very important conclusions about the nature of the world market from 2005 to 2009, and 
about the internationalisation patterns of the world’s largest firms during this period.   
The combination of a moderately low dependence on foreign markets (FSTS = 0.49) 
and a moderately high degree of market dispersal (HHI = 0.54) generally characterised by 
presence in the world’s largest markets (IC = 0.61) indicates that the firms in the sample of 
Fortune Global 500 firms must themselves be based in home countries with the largest 
markets in the world (as measured by GDP PPP).  The moderately low dependence on 
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foreign markets further indicates that the Fortune Global 500 firms (which represent the 
largest firms in the world in terms of revenues) have been able to achieve their tremendous 
scale partly by maximising revenue generation in their inherently large domestic markets.   
 This analysis can be applied to regionally disaggregated data to provide insights on 
the nature of international activity of firms from each of the major regions defined in this 
thesis:  the Americas, Asia Pacific and Europe.  Referring to Figure 7.4, the data shows that 
from 2005 to 2009, the largest firms from the Americas have exhibited a moderately low 
dependence on foreign markets (FSTS = 0.42) and have revenues that are clustered among a 
moderate number of markets (HHI = 0.51).  The distribution and location of their revenues, 
however, closely matches the distribution and location of the markets in the world (IC = 
0.67).  This, once again, leads to the conclusion that the largest firms from the Americas 
must be located in large domestic markets and by themselves account for a significant 
proportion of the total world market.  The international geographic spread of American 
firms is moderate and internationalisation is directed mainly at the largest markets.  Firms 
from the Asia Pacific exhibit the lowest degree of dependence on foreign markets, with the 
lowest FSTS score of 0.39.  The degree of international market spread (HHI = 0.48) and the 
extent of international market-revenue spread (IC = 0.50) are also the lowest compared to 
firms from other regions.  This means that Asia Pacific firms in the Fortune Global 500 have 
attempted to maximise returns in the domestic market more than other firms in other 
regions, and their internationalisation efforts have tended to be modest but also generally 
targeted at large markets.  European firms and firms from the Rest of the World exhibit the 
highest levels of dependence on foreign markets (FSTS at 0.61 and 0.55, respectively).  They 
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also exhibit the greatest international market dispersal levels among the firms in the 
sample, with internationalisation efforts targeted consistently at large markets.   
 
Conclusions 
The empirical results in this chapter lead to important conclusions that can be made 
within the context of the objectives of this thesis.  First, the results conclusively establish the 
proposed Internationalisation Coefficient (IC) as a unique and theoretically-grounded 
measure of firm internationalisation.  The IC is better able to operationalise the 
internationalisation effort as conceptualised in international business theories.  Hence, it 
lends itself to valid empirical testing of international business theories.  Second, the results 
establish that employing different measures of internationalisation will lead to different 
conclusions regarding the degree of internationalisation for the same sample of firms, given 
that each measure captures different dimensions of firm internationalisation.    
The discussion above clearly illustrates that the different measures of 
internationalisation capture different dimensions of firm internationalisation.  This can thus 
naturally lead to different conclusions about the degree of internationalisation for the same 
sample of firms.  Because each of the measures captures different dimensions of 
internationalisation at varying degrees of depth, however, the divergent results must be 
interpreted carefully according to the specific dimensions that each measure captures.  
Divergence in scores may not necessarily indicate disagreement in the degree of 
internationalisation of the same firms, but as the discussion above shows, the measures 
provide snapshots of firm internationalisation from different angles – not unlike several 2-
dimensional photographs of the same object which, when put together, can help create a 3-
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dimensional image.  When employed simultaneously, the 3 measures of internationalisation 
can provide a comprehensive, 3-dimensional picture of firm internationalisation, thus 
capable of yielding much deeper insights on patterns and trends over time.   
 The Foreign Sales to Total Sales (FSTS) measure of internationalisation tends to give 
an inaccurate picture of firm internationalisation.  This is because this measure is only able 
to capture international scale (magnitude) but does not give any indication as to a firm’s 
internationalisation scope.  Hence, two firms that are dependent on foreign markets for 
50% of their revenues will have identical FSTS ratios, even if one of the firms depends on 
several foreign countries and the other is largely dependent on only one foreign country.  
This measure also does not acknowledge the importance of the firm’s domestic market size, 
further contributing to the inaccuracy in capturing firm internationalisation.  Large firms 
that have reaped the benefits of being based in large domestic markets that themselves 
account for a large proportion of the total world market will appear to have a low degree of 
internationalisation when the FSTS is employed as a measure.  Having a sample dominated 
by firms such as these will result in an internationalisation-performance relationship where 
low levels of internationalisation have a very positive impact on firm performance.  These 
results may in fact send a misleading message to firms that do not enjoy the benefits of 
being based in large domestic markets in the first place, encouraging less 
internationalisation where more is needed.  On the other hand, firms based in small 
domestic markets that have successfully internationalised will appear to have much higher 
levels of internationalisation.  Depending on the level of success in internationalisation, 
these highly internationalised firms may reflect very good levels of performance, signalling 
that high degrees of internationalisation are good for the firm.  This may, in turn, send a 
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misleading message to firms based in large domestic markets, encouraging more 
internationalisation where a more domestic-oriented strategy may yield better returns. 
The Herfindahl-Hirschman Index (HHI) will also tend to present an inaccurate picture 
of internationalisation.  In a sample of firms based in inherently large domestic markets, for 
example, it can be predicted that the firms will exhibit high proportions of domestic sales.  
Therefore, the resulting HH indices that will be computed for the firms in the sample will 
tend to understate degrees of internationalisation.  If global markets themselves are 
concentrated in certain regions, and assuming that a firm will aim to achieve a presence in 
those regions with large markets (owing to greater opportunities to achieve economies, as 
argued in Chapter 5), then the resulting degree of internationalisation of the firm that 
employs the Herfindahl-Hirschman method will necessarily reflect a high level of 
concentration:  this is consequently interpreted as having a low degree of 
internationalisation.  The same misleading conclusions discussed above with employing the 
FSTS may also occur when the HHI is employed as a measure of internationalisation. 
The advantage of the Internationalisation Coefficient (IC) over extant measures of 
firm internationalisation is that it is able to compare firm characteristics (that is, the breadth 
and depth of market involvement) against international location characteristics (that is, the 
distribution of markets in various locations in the world).  The IC acknowledges the critical 
role of the domestic market in determining firm economies and thus, also determines to a 
great extent the optimal level of international expansion that a firm might embark on.  
Because each of the extant measures of internationalisation (i.e., FSTS and HHI) does not 
put firm sales within the context of market sizes they are all expected to yield misleading 
degrees of firm internationalisation.  If a firm is expected to approach internationalisation 
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rationally, it will be expected to invest in overcoming its liability of foreignness to establish a 
presence in a large market:  not in a market that is small or nonexistent.  Hence, a firm’s 
international market presence is expected to mirror the international geographic dispersal 
of markets.  If global markets tend to be concentrated in a few regions, then a firm’s 
international presence must be expected to be concentrated, too.  Unfortunately, extant 
internationalisation measures (particularly the HHI and the Rugman classification method) 
implicitly assume that high levels of international dispersal equate to a high degree of 
internationalisation.  This simply cannot be true because these approaches assume away 
international market characteristics and other locational characteristics that play a central 
role in international business theory.  Furthermore, if a firm’s domestic market happens to 
be the largest market in the world, then this firm must be expected to exploit this 
advantage.  However, extant internationalisation measures (particularly the FSTS) tend to 
instead penalise firms located in inherently large domestic markets by automatically 
classifying them as domestic and not international firms.  This approach assumes away the 
thinking and learning firm (again a very central concept in international business theory) 
that can very well look out into the international market, realise that the largest markets are 
right at home (or very close to home) and then rationally decide to exploit its inherent 
locational advantages.  Extant internationalisation measures thus penalise the firm for 
making rational decisions on internationalisation. 
The Internationalisation Coefficient (IC), on the other hand, attempts to address the 
shortcomings of extant internationalisation measures and eliminates the systematic biases 
introduced by extant measures by putting the dispersal of a firm’s international sales within 
the context of the dispersal of international markets.  The IC does not penalise firms for 
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being located in large domestic markets and exploiting this locational advantage, but rather 
focuses on yielding a quantitative score that can capture the firm’s ability to locate markets 
internationally and then successfully overcome its liability of foreignness to establish a 
strong presence in these markets. 
The results of the analysis above present interesting theoretical implications.  The 
results lend empirical support to Hennart’s (2007) proposition regarding the 
internationalisation pattern of firms as predicted by the transaction cost/internalisation 
theories of international business.  Hennart (2007) argues that there are significant costs 
associated with selling to a foreign country (e.g. overcoming trade barriers).  As a profit-
seeking entity, the firm thus aims to ensure that it attains sufficient scale economies to 
recover all these costs.  The key to attaining these scale economies does not lie in the 
absolute number of foreign countries that a firm enters, but in the aggregate size of the 
domestic and international markets within which the firm has a presence (Hennart, 2007).  
Therefore, firms will tend to expand to markets that are large enough for the firm to attain 
the necessary scale economies to recoup the costs associated with the international 
expansion effort.  The IC scores of the firms in the sample lend support to this argument and 
confirm that internationalisation efforts of the Fortune Global 500 firms have been directed 
mainly at the world’s largest markets.  Together, the FSTS, HHI and IC scores indicate that 
the firms have been undertaking internationalisation efforts targeted at a moderate number 
of large markets.  This behaviour is certainly consistent with the international expansion 
behaviour predicted by Hennart (2007):  that the international market-seeking behaviour of 
firms is influenced by the desire to attain the economies of scale required by the firm to 
remain profitable, and that firms will thus tend to internationalise to large markets. 
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The results of the analysis also point to the need to revisit the Theory of the Regional 
Multinationals proposed by Rugman and Verbeke (2005).  This theory suggests that 
multinational enterprises must aim to achieve moderate levels of internationalisation, 
specifically characterised by a home region-oriented strategy.  This is because it is the home 
region that offers optimal opportunities for keeping the costs of internationalisation low 
and for reaping the benefits of scale economies.  The costs of internationalisation described 
by this theory mainly refer to the costs associated with adapting firm-specific characteristics 
to better suit country-specific attributes.  The theory proposes that because the home 
region tends to be culturally, geographically and administratively close to the home country, 
these internationalisation costs can be kept low.  The results in this chapter indicate that the 
degree of internationalisation of the firms in the sample has indeed been moderate.  This is 
consistent with the empirical findings of Rugman and others that have led to the 
development of the Theory of the Regional Multinationals.  The results in this chapter 
further suggest, however, that this expansion may not necessarily be characterised by a 
home-region oriented expansion pattern.  Given the FSTS, HHI and IC results, the 
internationalisation pattern of the Fortune Global 500 firms is better characterised as that 
of being directed at large international markets which may not necessarily be located within 
the boundaries of the firm’s home region.  This is particularly true for firms based in large 
domestic markets located in geographic regions with highly concentrated regional markets.  
This was empirically supported in Chapter 5, which argued that the internationalisation 
patterns of firms are heavily influenced by market size.  This is because it is not geographic, 
cultural, or administrative proximity that will allow the firm to attain international 
economies of scale.  Rather, it is market size that provides opportunities for the firm to 
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attain the economies of scale it desires when operating across multiple countries (Hennart, 
2007).  The results in this chapter certainly highlight the need to further examine the true 
nature of the international expansion efforts of firms.  There is a need to enrich and expand 
the regionalisation versus globalisation debates, and examine more variables (apart from 
market size) that may have a significant influence on firm internationalisation patterns. 
There is much scope to further gain deeper insights into the internationalisation 
patterns of firms and to test extant international business theories, given the information 
that the IC can provide as a measure of internationalisation.  The IC is employed in this 
thesis to test the internationalisation patterns resulting from the market-seeking behaviour 
of firms.  Hence, the IC is configured to compare the distribution of a firm’s revenues against 
the distribution of markets in the world.  The revenues and markets in this thesis are 
aggregated according to the domestic markets (that is, home country markets) and major 
geographic regions (that is, the Americas, Asia Pacific, Europe and the Rest of the World).  
The IC, however, is a flexible formula and can be reconfigured to test for the degree of 
distribution across as many geographic areas as the available data allows.  Therefore, if 
firms’ country-specific revenues become available, it will be possible to configure the IC to 
test for the degree of firm internationalisation across a specific set of countries (e.g. 
countries within the firm’s home region). 
Another potential future research effort could be the testing of firm 
internationalisation patterns resulting from resource-seeking behaviour.  This can be 
empirically done by reconfiguring the IC to compare the distribution of a firm’s assets (e.g. 
manufacturing facilities) against the distribution of relevant resources in the world (e.g. 
skilled, low-cost labour populations).  The major strength of the IC is the significant degree 
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of flexibility it offers international business researchers.  It can be configured to test for any 
combination of firm-specific attribute and environment-specific attribute.  It can also test 
the degree to which the distribution of the firm-specific attribute matches the distribution 
of the environment-specific attribute across any number of areas, whether these areas be 
cities, countries, or regions.  The areas may not even necessarily be geographic areas, as an 
“area” can be defined as a trade region or cultural region.   
The myriad empirical research possibilities that the IC offers is a significant 
contribution to the international business field.  The proposed measure creates many 
opportunities to test extant international business theories and thus contribute to the 
further expansion of the frontiers of the field. 
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Chapter 8 Testing the Internationalisation-Performance 
Relationship Using Alternative Measures of 
Internationalisation 
 
This chapter longitudinally evaluates the internationalisation-performance relationship of a 
sample of Fortune Global 500 firms from 2005 to 2009, employing both the proposed and 
extant measures of internationalisation.  The results reflect a consistently negative linear 
relationship between the firms’ degree of internationalisation and return on sales (ROS) 
performance, regardless of the measure of internationalisation employed.  Results also show 
a negative relationship between HHI and return on assets (ROA), and a U-shaped quadratic 
relationship between FSTS and both return on sales (ROS) and return on assets (ROA).  
Analyses of the other quadratic relationships and all cubic relationships between 
internationalisation and performance, however, yield no significant results.  The results are 
discussed in light of the profile of the sample and the time frame of the study.   
 
 
Internationalisation and Performance Revisited 
 The previous chapter has established the validity of the proposed IC as a statistically 
distinct measure of firm internationalisation.  Additionally, the previous chapter has shown 
that employing different measures of internationalisation will result in different conclusions 
regarding the degree of internationalisation of firms in the same sample.  The current 
chapter assesses the implications of employing different measures of internationalisation on 
the resulting nature and shape of the internationalisation-performance relationship. 
Fixed effects regressions were conducted on each of the measures of firm 
internationalisation (as the independent variables) and both Return on Assets (ROA) and 
Return on Sales (ROS) calculated based on Earnings Before Interest, Taxes, Depreciation and 
Amortisation (EBITDA) (the dependent variables).  The panel structure of the data allows the 
maximum analytical benefits to be gained from employing the fixed effects approach, which 
essentially uses the individual firm as its own control (Allison, 2005, Allison, 2009).  
Therefore, the fixed effects approach effectively controls for all observed and unobserved 
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firm-specific variations that remain stable over time.  This approach has been employed in 
recent empirical studies in order to eliminate all possible sources of heterogeneity that do 
not vary across time (see, for example (Zaheer & Hernandez, 2011).  By focusing on within-
firm effects over time, this approach thus introduces greater rigour in the regression 
analysis.  In contrast, the random effects approach does not control for all time-invariant 
firm-specific factors and takes into consideration both within- and between-firm effects.  By 
focusing only on within-firm effects, the fixed effects approach will thus more effectively 
isolate the true impact of internationalisation on firm performance. 
Fixed effects regressions were conducted to test linear, quadratic (U-shaped) and 
cubic (sigmoid) relationships between internationalisation (measured by FSTS, HHI and IC) 
and performance (measured by ROS and ROA).  In summary, a total of 18 fixed effects 
regression analyses were conducted on the sample of Fortune Global 500 firms (Table 8.1 
below). 
 
Table 8.1  Summary of Regressions Conducted 
 DEPENDENT VARIABLES 
INDEPENDENT 
VARIABLES 
Return on Sales(ROS) Return on Assets (ROA) 
Linear Quadratic Cubic Linear Quadratic Cubic 
IC 
Regression 
1 
Regression 
2 
Regression 
3 
Regression 
10 
Regression 
11 
Regression 
12 
HHI 
Regression 
4 
Regression 
5 
Regression 
6 
Regression 
13 
Regression 
14 
Regression 
15 
FSTS 
Regression 
7 
Regression 
8 
Regression 
9 
Regression 
16 
Regression 
17 
Regression 
18 
 
 
Table 8.2 presents a summary of the descriptive statistics on the internationalisation 
and performance of firms in the sample.  Internationalisation scores are calculated using 
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FSTS, HHI and IC, while performance scores are calculated using Return on Assets (ROA) and 
Return on Sales (ROS).  Figures are disaggregated into groups, where Group 4 (G4) presents 
descriptive statistics for firms with degree of internationalisation scores between 0.76 and 
1.00 (High Degree of Internationalisation), and Group 3 (G3) presents summary statistics for 
firms with degree of internationalisation scores between 0.51 and 0.75 (Moderate-High 
Degree of Internationalisation).  Group 2 (G2) presents summary statistics for firms with 
degree of internationalisation scores of 0.26 to 0.50 (Moderate-Low Degree of 
Internationalisation), while Group 1 (G1) presents summary statistics for firms with degree 
of internationalisation scores of 0.01 to 0.25 (Low Degree of Internationalisation).   
The table shows that when FSTS is employed as a measure of internationalisation, 
22% of firms in the sample can be classified as G4 firms (High Degree of Internationalisation, 
with an FSTS score of 0.76 to 1.00).  These firms have a mean internationalisation score of 
0.86, and exhibit a mean ROA of 0.08 and a mean ROS of 0.11.  A total of 28% of firms have 
an FSTS score of 0.51 to 0.75 (G3, Moderate-High Degree of Internationalisation).  These G3 
firms have a mean internationalisation score of 0.61, and exhibit a mean ROA of 0.07 and a 
mean ROS of 0.11.  A total of 29% of firms have an FSTS score of 0.26 to 0.50 (G2, 
Moderate-Low Degree of Internationalisation).  These G2 firms have a mean 
internationalisation score of 0.38, and exhibit a mean ROA of 0.07 and a mean ROS of 0.10.  
Finally, a total of 22% of firms have an FSTS score of 0.01 to 0.25 (G1, Low Degree of 
Internationalisation).  These G1 firms have a mean internationalisation score of 0.16, and 
exhibit a mean ROA of 0.06 and a mean ROS of 0.07.   
The table further shows that when HHI is employed as a measure of 
internationalisation, 4% of firms in the sample can be classified as G4 firms (High Degree of 
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Internationalisation, with an HHI score of 0.76 to 1.00).  These firms have a mean 
internationalisation score of 0.76, and exhibit a mean ROA of 0.08 and a mean ROS of 0.10.  
A total of 58% of firms have an HHI score of 0.51 to 0.75 (G3, Moderate-High Degree of 
Internationalisation).  These G3 firms have a mean internationalisation score of 0.64, and 
exhibit a mean ROA of 0.07 and a mean ROS of 0.10.  A total of 30% of firms have an HHI 
score of 0.26 to 0.50 (G2, Moderate-Low Degree of Internationalisation).  These G2 firms 
have a mean internationalisation score of 0.39, and exhibit a mean ROA of 0.06 and a mean 
ROS of 0.11.  Finally, a total of 8% of firms have an HHI score of 0.01 to 0.25 (G1, Low 
Degree of Internationalisation).  These G1 firms have a mean internationalisation score of 
0.17, and exhibit a mean ROA of 0.05 and a mean ROS of 0.07.   
Finally, the table shows that when the IC is employed as a measure of 
internationalisation, 39% of firms in the sample can be classified as G4 firms (High Degree of 
Internationalisation, with an IC score of 0.76 to 1.00).  These firms have a mean 
internationalisation score of 0.86, and exhibit a mean ROA of 0.07 and a mean ROS of 0.10.  
A total of 31% of firms have an IC score of 0.51 to 0.75 (G3, Moderate-High Degree of 
Internationalisation).  These G3 firms have a mean internationalisation score of 0.62, and 
exhibit a mean ROA of 0.07 and a mean ROS of 0.10.  A total of 19% of firms have an IC 
score of 0.26 to 0.50 (G2, Moderate-Low Degree of Internationalisation).  These G2 firms 
have a mean internationalisation score of 0.39, and exhibit a mean ROA of 0.06 and a mean 
ROS of 0.09.  Finally, a total of 11% of firms have an IC score of 0.01 to 0.25 (G1, Low Degree 
of Internationalisation).  These G1 firms have a mean internationalisation score of 0.11, and 
exhibit a mean ROA of 0.04 and a mean ROS of 0.08.   
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As summarised in Table 8.1 above, linear, quadratic (U-shaped), and cubic (sigmoid) 
relationships between internationalisation and performance were tested using the various 
measures specified.  The estimated fixed effects regression parameters are reflected in 
Equations 8.1 to 8.18. 
 
 
Table 8.2  Descriptive Statistics:  Internationalisation and Performance 
 
 
 
Notes: 
  G4 High Degree of Internationalisation   0.76 – 1.00 
  G3 Moderate-High Degree of Internationalisation 0.51 – 0.75 
  G2 Moderate-Low Degree of Internationalisation 0.26 – 0.50 
  G1 Low Degree of Internationalisation   0.01 – 0.25 
 
  
FSTS ROA ROS HHI ROA ROS IC ROA ROS
G4
% of 
sample
22% 4% 39%
Mean 0.86 0.08 0.11 0.76 0.08 0.10 0.86 0.07 0.10
SD 0.08 0.06 0.10 0.01 0.06 0.09 0.06 0.07 0.09
G3
% of 
sample
28% 58% 31%
Mean 0.61 0.07 0.11 0.64 0.07 0.10 0.62 0.07 0.10
SD 0.07 0.07 0.11 0.07 0.09 0.18 0.07 0.10 0.13
G2
% of 
sample
29% 30% 19%
Mean 0.38 0.07 0.10 0.39 0.06 0.11 0.39 0.06 0.09
SD 0.07 0.10 0.24 0.07 0.07 0.18 0.07 0.08 0.31
G1
% of 
sample
22% 8% 11%
Mean 0.16 0.06 0.07 0.17 0.05 0.07 0.11 0.04 0.08
SD 0.06 0.07 0.18 0.06 0.06 0.10 0.11 0.05 0.17
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Equation 8.1  IC and ROS – Linear Relationship Regression Equation 
  
ROS = 0.236 - 0.208 IC 
 
 
 
Equation 8.2  IC and ROS – Quadratic Relationship Regression Equation 
 
ROS = 0.216 - 0.0660 IC - 0.151 IC2 
 
 
 
Equation 8.3  IC and ROS – Cubic Relationship Regression Equation 
 
ROS = 0.213 + 0.0226 IC - 0.428 IC2 + 0.209 IC3 
 
 
 
Equation 8.4  HHI and ROS – Linear Relationship Regression Equation 
 
ROS = 0.290 - 0.344 HHI 
 
 
 
Equation 8.5  HHI and ROS – Quadratic Relationship Regression Equation 
 
ROS = 0.255 - 0.151 HHI - 0.217 HHI2 
 
 
 
Equation 8.6  HHI and ROS – Cubic Relationship Regression Equation 
 
ROS = 0.363 - 1.233 HHI + 2.653 HHI2 - 2.211 HHI3 
 
 
 
Equation 8.7  FSTS and ROS – Linear Relationship Regression Equation 
 
ROS = 0.217 - 0.221 FSTS 
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Equation 8.8  FSTS and ROS – Quadratic Relationship Regression Equation 
 
ROS = 0.330 - 0.845 FSTS + 0.630 FSTS2 
 
 
 
Equation 8.9  FSTS and ROS – Cubic Relationship Regression Equation 
 
ROS = 0.253 - 0.117 FSTS - 1.069 FSTS2 + 1.104 FSTS3 
 
 
 
Equation 8.10  IC and ROA – Linear Relationship Regression Equation 
 
ROA = 0.100 - 0.0492 IC 
 
 
 
Equation 8.11  IC and ROA – Quadratic Relationship Regression Equation 
 
ROA = 0.0823 + 0.0782 IC - 0.135 IC2 
 
 
 
Equation 8.12  IC and ROA – Cubic Relationship Regression Equation 
 
ROA = 0.0868 - 0.0613 IC + 0.302 IC2 - 0.329 IC3 
 
 
 
Equation 8.13  HHI and ROA – Linear Relationship Regression Equation 
 
ROA = 0.126 - 0.106 HHI 
 
 
 
Equation 8.14  HHI and ROA – Quadratic Relationship Regression Equation 
 
ROA = 0.0781 + 0.164 HHI - 0.303 HHI2 
 
 
Equation 8.15  HHI and ROA – Cubic Relationship Regression Equation 
 
ROA = 0.131 - 0.372 HHI + 1.117 HHI2 - 1.094 HHI3 
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Equation 8.16  FSTS and ROA – Linear Relationship Regression Equation 
 
ROA = 0.0881 - 0.0369 FSTS 
 
 
 
Equation 8.17  FSTS and ROA – Quadratic Relationship Regression Equation 
 
ROA = 0.119 -  0.210 FSTS + 0.175 FSTS2 
 
 
 
Equation 8.18  FSTS and ROA – Cubic Relationship Regression Equation 
 
ROA = 0.0878 + 0.0906 FSTS - 0.527 FSTS2 + 0.456 FSTS3 
 
 
 
 
Table 8.3 presents the full results of the fixed effects regression analyses for the 
period 2005 – 2009 exploring the linear, quadratic (U-shaped) and cubic (sigmoid) 
relationships between internationalisation and Return on Sales (ROS).  Table 8.4, on the 
other hand, presents the full results of the fixed effects regression analyses exploring the 
linear, quadratic (U-shaped) and cubic (sigmoid) relationships between internationalisation 
and Return on Assets (ROA).   
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Table 8.3  Fixed Effects Regression Results:  Internationalisation and Return on Sales (ROS) 
 (1) (2) (3) (4) (5) (6) (7) (8) (9) 
VARIABLES ros_ ros_ ros_ ros_ ros_ ros_ ros_ ros_ ros_ 
          
ic_ -0.208** -0.0660 0.0226       
 (0.0832) (0.203) (0.286)       
ic_2  -0.151 -0.428       
  (0.196) (0.660)       
ic_3   0.209       
   (0.475)       
hhi_    -0.344*** -0.151 -1.233    
    (0.107) (0.355) (0.798)    
hhi_2     -0.217 2.653    
     (0.380) (1.932)    
hhi_3      -2.211    
      (1.459)    
fsts_       -0.221** -0.845*** -0.117 
       (0.0891) (0.248) (0.543) 
fsts_2        0.630*** -1.069 
        (0.234) (1.151) 
fsts_3         1.104 
         (0.732) 
Constant 0.236*** 0.216*** 0.213*** 0.290*** 0.255*** 0.363*** 0.217*** 0.330*** 0.253*** 
 (0.0527) (0.0589) (0.0593) (0.0578) (0.0838) (0.110) (0.0454) (0.0616) (0.0798) 
          
Observations 1,431 1,431 1,431 1,431 1,431 1,431 1,431 1,431 1,431 
Number of Firms 318 318 318 318 318 318 318 318 318 
R2 0.006 0.006 0.006 0.009 0.010 0.012 0.005 0.012 0.014 
F 6.27** 3.43** 2.35* 10.35*** 5.33*** 4.33*** 6.14** 6.73*** 5.25*** 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Table 8.4 Fixed Effects Regression Results:  Internationalisation and Return on Assets (ROA) 
 (1) (2)  (3)  (4) (5) (6) (7) (8) (9) 
VARIABLES roa_ roa_ roa_ roa_ roa_ roa_ roa_ roa_ roa_ 
          
ic_ -0.0492 0.0782 -0.0613       
 (0.0363) (0.0884) (0.124)       
ic_2  -0.135 0.302       
  (0.0853) (0.287)       
ic_3   -0.329       
   (0.207)       
hhi_    -0.106** 0.164 -0.372    
    (0.0467) (0.155) (0.347)    
hhi_2     -0.303* 1.117    
     (0.166) (0.842)    
hhi_3      -1.094*    
      (0.636)    
fsts_       -0.0369 -0.210* 0.0906 
       (0.0389) (0.108) (0.237) 
fsts_2        0.175* -0.527 
        (0.102) (0.503) 
fsts_3         0.456 
         (0.320) 
Constant 0.100*** 0.0823*** 0.0868*** 0.126*** 0.0781** 0.131*** 0.0881*** 0.119*** 0.0878** 
 (0.0230) (0.0257) (0.0258) (0.0252) (0.0365) (0.0478) (0.0198) (0.0269) (0.0349) 
          
Observations 1,431 1,431 1,431 1,431 1,431 1,431 1,431 1,431 1,431 
Number of Firms 318 318 318 318 318 318 318 318 318 
R2 0.002 0.004 0.006 0.005 0.008 0.010 0.001 0.003 0.005 
F 1.83 2.16 2.29* 5.14** 4.24** 3.82*** 0.90 1.92 1.96 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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 Table 8.5 summarises the results of all the internationalisation-performance 
regression analyses conducted on the sample of Fortune Global 500 firms, covering the 
period from 2005 to 2009. 
 
Table 8.5 2005 – 2009 Summary Internationalisation-Performance Findings 
 DEPENDENT VARIABLES 
INDEPENDENT 
VARIABLES 
Return on Sales(ROS) Return on Assets (ROA) 
Linear Quadratic Cubic Linear Quadratic Cubic 
IC - Not significant Not significant Not significant Not significant Not significant 
HHI - Not significant Not significant - Not significant Not significant 
FSTS - ∪ Not significant Not significant ∪ Not significant 
 
 
  The results show stable and significant negative linear relationships between 
internationalisation and ROS.  This negative linear effect is consistent across all three 
measures of internationalisation, with the IC and FSTS results at the 5% level of significance 
and the HHI results at the 1% level of significance.  The overall models in all cases are useful, 
as indicated by the F scores, however the degree of internationalisation is found to explain 
less than 1% of the variation in ROS, as indicated by the R2 scores.  Tests for a quadratic 
relationship between internationalisation and ROS yield a U-shaped relationship with FSTS 
as the measure of internationalisation at the 1% significance level.  The overall model is 
useful, as indicated by the F score, which is significant at the 1% level, but the degree of 
internationalisation as measured by FSTS is found to explain only 1.2% of the variation in 
ROS.  Tests for a quadratic relationship between internationalisation and ROS using IC and 
HHI as measures of internationalisation yield no significant results.  Finally, tests for a cubic 
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relationship between internationalisation and ROS also yield no significant results for all 
three measures of internationalisation.   
 Tests for a linear relationship between internationalisation and ROA yield non-
significant results for a linear association when the IC and FSTS are employed as measures of 
internationalisation.  The test for a linear relationship between HHI and ROA, however, 
yields a negative effect which is significant at the 5% level.  The overall model is significant 
at the 5% level, and the degree of internationalisation as measured by HHI is found to 
explain only 0.5% of the variance in ROA.  Tests for a quadratic relationship between 
internationalisation and ROA yield a U-shaped relationship with FSTS as the measure of 
internationalisation at the 10% significance level.  The overall model, however, is not 
statistically significant, and the degree of internationalisation as measured by FSTS is found 
to only account for 0.3% of the variation in ROA.  Tests for a quadratic relationship between 
internationalisation and ROA using IC and HHI as measures of internationalisation did not 
yield significant results.  Finally, tests for a cubic relationship between internationalisation 
and ROA also did not yield significant results for all three measures of internationalisation.  
 It is important to note that because the non-linear models (quadratic and cubic) 
were constructed using squared and cubed terms of the main internationalisation variables, 
multicollinearity is to be expected in the results.  Multicollinearity is evident in the values of 
the estimated coefficients that do not significantly vary from zero.  While multicollinearity 
affects the significance of individual coefficients, this does not make an impact on the 
significance of the F-tests or on the R2 values of the different models. 
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Discussion:  Internationalisation and Performance 
All the regression analyses above were conducted on the same data set.  Because 
the fixed effects approach was employed, all tests effectively controlled for all stable 
differences among firms in the sample.  These differences include country of origin, home 
region, firm size, industry, and all other firm-specific variables that may be unobserved and 
remain stable over time.  This is because fixed effects regression analyses take into 
consideration information only on within-firms variations, thus using each individual firm as 
its own control (Allison, 2009).  In so doing, therefore, the analyses effectively isolate the 
impact of employing different internationalisation measures on the resulting nature and 
shape of the internationalisation-performance relationship.   
If the assessment of the relationship were to focus solely on examining a linear 
relationship between internationalisation (using various measures) and performance as 
measured by ROS, it would certainly appear that employing different measures of 
internationalisation would have no impact on the resulting nature and shape of the 
internationalisation-performance relationship.  As reflected in Table 8.5, the relationship 
between the variables is unequivocally negative, regardless of the internationalisation 
measure employed.  Dependence on foreign markets (measured by FSTS), international 
geographic dispersal of revenues and markets across several regions (measured by HHI), and 
matching international revenue-market distributions (measured by the IC) all reflect a 
negative association with the firm’s operational efficiency (ROS).  The conclusion that would 
logically be drawn from this is that internationalisation (however way it is measured) is not 
beneficial to the firm in terms of performance.  Internationalisation costs – which include 
both the initial costs associated with international expansion and the costs associated with 
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managing ongoing international operations -- will tend to outweigh internationalisation 
benefits. 
If, however, tests for quadratic and cubic forms of the relationship are conducted, 
the results indicate that employing different internationalisation measures do, in fact, have 
an impact on the resulting nature and shape of the relationship.  Employing the IC and HHI 
as measures of internationalisation does not generate statistically significant results when 
testing for both a quadratic and cubic relationship between internationalisation and 
operational efficiency (ROS).  Employing the FSTS as a measure of internationalisation, on 
the other hand, generates statistically significant results for a quadratic (U-shaped) 
relationship and non-significant results for a cubic (sigmoid) relationship between 
internationalisation and operational efficiency (ROS).  This indicates that a low to moderate 
dependence on foreign markets is negatively associated with a firm’s operational efficiency 
(measured by ROS).  However, as the firm further increases its dependence on foreign 
markets, this higher level of dependence on foreign markets is eventually associated with a 
positive impact on ROS. 
If the assessment of the relationship were to focus solely on examining the effects of 
internationalisation (employing various measures) on ROA, then slightly different results are 
generated.  Here, it will also appear that employing different internationalisation measures 
have an impact on the resulting nature and shape of the relationship.  However, unlike tests 
for the relationship between internationalisation and ROS, internationalisation has a 
negative linear association with ROA only if HHI is employed as the measure of firm 
internationalisation.    This would mean that only the degree of international geographic 
dispersal of operations (measured by HHI) is negatively associated with the efficiency of 
 Internationalisation and Performance  Page | 266  
Sandra Seno-Alday  2011 
 
 
asset utilisation (ROA).  On the other hand, foreign market dependence (measured by FSTS) 
and matching international revenue-market distributions (measured by the IC) will register a 
statistically non-significant linear association with the efficiency of asset utilisation (ROA).  
Tests for a cubic (sigmoid) relationship between internationalisation and ROA likewise yield 
statistically non-significant results for all measures of internationalisation (IC, HHI and FSTS).  
Tests for a quadratic (U-shaped) relationship, however, yield significant results only when 
FSTS is employed as a measure of internationalisation.  This indicates that low to moderate 
dependence on foreign markets makes a negative impact on the efficiency of asset 
utilisation (ROA), but as a firm increases its dependence on foreign markets further, this 
increased foreign market dependence will eventually result in a positive impact on the 
efficiency of a firm’s asset utilisation (ROA). 
The summary results presented in Table 8.5 confirm that when the relationship 
between internationalisation and performance is analysed to evaluate the impact of 
internationalisation (employing various measures) on both ROS and ROA as measures of 
firm performance, the combined results show that employing different measures makes an 
impact on the conclusions that can be drawn on the nature of the relationship.  The results 
in this chapter confirm that employing different measures for both internationalisation and 
performance variables will result in different findings on the relationship between 
internationalisation and performance.  This provides support for the findings of Hsu and 
Boggs (2003), who concluded that measures employed for both internationalisation and 
performance make an impact on the resulting nature and shape of the internationalisation-
performance relationship (refer to Table 1.1). 
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The differences in the resulting nature and shape of the relationship between 
internationalisation and performance are unsurprising because each of the different 
measures of internationalisation (IC, HHI, FSTS) capture different dimensions of the 
phenomenon of internationalisation.  As discussed previously, the IC captures the extent to 
which the geographic dispersal of a firm’s revenues matches the geographic dispersal of the 
world’s markets.  The HHI captures the degree of dispersal or concentration of a firm’s 
revenues across a defined set of geographic areas.  The FSTS captures the degree to which a 
firm is dependent on foreign markets in its efforts to generate revenue.  Likewise, each of 
the measures of performance employed (ROS, ROA) captures different aspects of a firm’s 
performance.  The Return on Sales (ROS) measure contains information on a firm’s 
operational efficiency, while the Return on Assets (ROA) measure contains information 
regarding the degree to which a firm is able to efficiently utilise its asset base.  Hence, the 
18 regression analyses conducted above actually test for three different forms (linear, 
quadratic, cubic) for each of six very different relationships.  In light of these very different 
relationships, the results presented in Table 8.5 thus offer very interesting insights on the 
relationship between different dimensions of firm internationalisation and different aspects 
of firm performance. 
 The results indicate that higher degrees of geographic revenue dispersal (measured 
by HHI) are associated with low levels of operational efficiency (ROS) and low levels of asset 
utilisation efficiency (ROA).  The low levels of operational efficiency associated with a highly 
dispersed geographic revenue base can be explained by the higher administrative costs 
associated with managing several dispersed markets.  The low levels of asset utilisation 
efficiency, on the other hand, can be explained by the firm’s need to investment in a larger 
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asset base to more effectively serve and support a geographically dispersed market.  These 
results support Hennart’s (2007) argument that a firm with operations dispersed over 
several markets may not necessarily exhibit superior performance as the costs of entering 
and managing those dispersed markets may outweigh the benefits of tapping new markets.   
The results further indicate that the firm’s ability to closely match its geographic 
dispersal of revenues and the geographic dispersal of the world’s largest markets (measured 
by IC) is associated with low levels of operational efficiency (ROS).  The low levels of 
operational efficiency can likewise be explained by the higher administrative costs 
associated with managing several large and dispersed markets.   
Finally, the results indicate that higher degrees of dependence on foreign markets 
(measured by FSTS) are associated with low levels of operational efficiency (ROS).  The low 
levels of operational efficiency associated with a high dependence on foreign markets can 
be explained by the higher administrative costs associated with managing markets that are 
outside the firm’s domestic market.  These costs can also include adaptation costs aimed at 
reducing the firm’s liability of foreignness.  These results lend some support to Hennart’s 
(2007) view that the costs associated with entering and managing several foreign markets 
could result in negative returns to the firm. 
Interestingly, the results also suggest a quadratic (U-shaped) relationship between 
the degree of a firm’s foreign market dependence (FSTS) and both operational efficiency 
(ROS) and asset utilisation efficiency (ROA).  This indicates that low to moderate degrees of 
dependence on foreign markets are associated with low levels of operational efficiency 
(ROS) as the firm absorbs the initial cost of internationalisation efforts.  These initial costs 
include not only adaptation and administrative costs, but also the additional investment 
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required in expanding the firm’s asset base aimed at supporting new foreign markets.  This 
can be expected to contribute to a negative impact on the firm’s asset utilisation efficiency 
(ROA), particularly if the firm is in the early stages of market expansion.  This is because in 
these initial expansion stages, the market that the firm has been able to capture is not yet of 
sufficient size to allow recovery of the additional investment in expanding its asset base.  
However, as the firm continues its foreign market expansion (hence increasing its foreign 
market dependence), the firm is able to capture a larger market size that allows it to enjoy 
greater operational efficiencies (ROS) and greater asset utilisation efficiencies (ROA).  This 
explains the U-shaped relationship between FSTS and both ROS and ROA:  low to moderate 
degrees of foreign market dependence are associated with negative levels of operational 
efficiency and asset utilisation efficiency; while moderate to high degrees of foreign market 
dependence are associated with positive levels of operational efficiency and asset utilisation 
efficiency.  These results lend partial empirical support to the three-stage theory of 
internationalisation (Contractor, 2007, Contractor, Kundu, & Hsu, 2003).   
It would be interesting at this point to examine further the consistently negative 
relationship between internationalisation and ROS across all three internationalisation 
measures employed.  In particular, this consistently negative relationship needs to be 
described in light of the different dimensions captured by each of the measures of firm 
internationalisation.  As discussed earlier in the chapter, each of the different measures of 
internationalisation captures different dimensions of the phenomenon of firm 
internationalisation.  Hence, extant studies that examine the relationship between 
internationalisation and performance and that employ different measures of 
internationalisation are actually testing the impact of not one but different dimensions of 
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internationalisation on firm performance.  Employing the FSTS ratio as a measure of 
internationalisation in internationalisation-performance studies would be equivalent to 
testing the impact of foreign market dependence on firm performance.  Employing the HHI, 
on the other hand, would be equivalent to testing the impact of the international dispersal 
of revenue sources on firm performance, while employing the IC would be equivalent to 
testing the performance impact of the degree to which the international geographic 
dispersal of firm revenues matches the international geographic dispersal of markets.  It 
would be expected, therefore, to find a variety of conclusions on the nature of the 
relationship, and this can in fact be a major explanation of the lack of consensus in the 
extant internationalisation-performance literature.  However, the results show a 
consistently negative relationship across all three measures in this study.  Therefore, further 
examination of the results is merited in light of other factors – apart from controlling for 
individual firm characteristics that remain stable over time – that may potentially explain 
the consistently negative results.  It is also possible that critical factors that may have 
potentially contributed to the pattern in the results are the sample profile (that is, a sample 
of the Fortune Global 500 firms) and the period within which the study was conducted 
(2005 to 2009). 
The regression results indicate that dependence on foreign markets (captured by the 
FSTS), geographic dispersal of operations (captured by the HHI), and matching international 
revenue-market distributions (captured by the IC) have all led to an overall decrease in firm 
efficiency (that is, a negative impact on ROS) among the world’s largest firms from 2005 to 
2009.  The FSTS profile of the sample of Fortune Global 500 firms (Figure 7.1, FSTS = 0.49) 
indicates that the firms have a moderately low dependence on foreign markets in the 5-year 
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period from 2005 to 2009.  This can also be interpreted to mean a moderately high 
dependence on domestic markets. Thus, if the sample of firms in the study represents the 
largest firms in the world, then it can be concluded that they have been able to achieve their 
size in large part by exploiting their inherently large domestic markets (as concluded in the 
previous section).  If this is the case, then the negative FSTS-ROS effect can be partly 
explained if a significant number of domestic markets of the firms represented in the 
sample are shown to have contracted in the period from 2005 – 2009.  Because the firms in 
the sample derive a significant proportion of their revenues from their large domestic 
markets, then a contraction of domestic markets will necessarily make a negative impact on 
revenue levels.  Assuming operating costs to be constant, a decrease in revenue levels will 
lead to a decrease in profit, which in turn will have a negative impact on ROS.  Table 8.6 
shows the 2005 – 2009 GDP-PPP averages and growth rates of the countries represented by 
the firms in the Fortune Global 500 sample.  The table shows that the countries in which the 
sample firms are based are among the largest markets in the world.  This is consistent with 
the 3-dimensional description of firm internationalisation arrived above, which draws on 
insights offered by the three measures of internationalisation employed in the study.   
The table also shows that the 28 countries exhibited positive year-on-year domestic 
market growth (measured by GDP-PPP) from 2006 to 2008.  From 2008 to 2009, however, 
22 countries (or a significant 79% of countries represented) experienced negative growth, 
which can also be described as a domestic market contraction.  Further analysis of the 
average year-on-year growth rates (Figure 8.1) shows that while the countries experienced 
positive domestic market growth rates from 2006 to 2008, these growth rates were on the 
decline.  In fact, throughout the period covered in this thesis, a significant proportion of the 
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markets exhibited declining growth rates.  This decline was initially slight from 2006 to 2007, 
but then occurred swiftly and steeply from 2007 until finally contracting in 2009. 
As discussed in the previous section, there is evidence of internationalisation among 
the sample of Fortune Global 500 firms in this period, but internationalisation efforts have 
been moderate, characterised by a moderate degree of geographic dispersal (Figure 7.1, 
HHI = 0.54) targeted mainly at the world’s largest regional markets (Figure 7.1, IC = 0.61).  If 
the domestic countries of the sample firms (above) represent the largest markets in the 
world, then it would be logical to assume that the internationalisation of the firms in the 
sample has in all probability been directed at these same markets.  Hence, not only have the 
firms experienced a decline and eventual contraction of their domestic market from 2005 to 
2009, but also have experienced a decline and eventual contraction of the moderate 
number of international markets in which they had a presence.  Therefore, this “double 
contraction” of both domestic and international markets can be expected to have 
contributed significantly to a reduction in revenues and profit margins, thus leading to a 
significant negative impact on ROS in the period covered in this thesis.  To lend support to 
this argument, the proportion of firms with a negative ROS was obtained for each year 
covered in the study (Figure 8.2), and the figures indeed show an unusually high proportion 
of firms with a negative ROS in both 2008 and 2009. 
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Table 8.6 2005 – 2009 GDP-PPP Profile of Sample Fortune Global 500 Firm Countries 
Country 
5-Yr Avg 
GDP PPP 
2005 – 
2009 ($B) 
5-Year 
Rank 
Annual Economic Growth 
Rates 
2005-
2006 
2006-
2007 
2007-
2008 
2008-
2009 
United States 13,717.45  1 6% 5% 2% -2% 
China 7,241.66  2 16% 18% 12% 10% 
Japan     4,149.34  3 5% 5% 1% -4% 
India     3,062.84  4 13% 13% 9% 7% 
Germany    2,752.62  5 7% 6% 3% -4% 
United Kingdom     2,098.32  6 6% 6% 2% -4% 
France     2,030.08  7 6% 5% 2% -2% 
Russia     2,020.31  8 12% 12% 8% -7% 
Brazil     1,829.86  9 7% 9% 7% 1% 
Italy     1,740.79  10 5% 4% 1% -4% 
Mexico     1,443.30  11 8% 6% 4% -6% 
Spain     1,313.27  12 7% 7% 3% -3% 
Korea     1,257.21  13 9% 8% 5% 1% 
Canada     1,235.11  14 6% 5% 3% -2% 
Australia        781.57  17 6% 8% 4% 2% 
Taiwan Province of China        693.13  19 9% 9% 3% -1% 
Netherlands        634.62  20 7% 7% 4% -3% 
Belgium        369.34  29 6% 6% 3% -2% 
Sweden        329.80  31 8% 6% 2% -4% 
Austria        310.13  34 7% 7% 4% -3% 
Switzerland        297.12  36 7% 7% 4% -1% 
Norway        240.64  41 6% 6% 3% -1% 
Portugal        234.17  43 5% 5% 2% -2% 
Denmark        196.16  50 7% 5% 1% -4% 
Israel        188.58  51 9% 8% 7% 2% 
Hungary        185.54  52 7% 4% 3% -5% 
Finland        178.25  53 8% 8% 3% -7% 
Ireland        175.29  54 9% 9% -1% -7% 
* Note:  Data from the IMF World Economic Forum Database October 2010 
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Figure 8.1 2005 – 2009 Average Year-on-Year Growth Rates 
  
 
  
Figure 8.2 Proportion of Firms with Negative ROS, 2005 to 2009 
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 The figure above shows that the proportion of firms with a negative ROS was 
between 3 to 4% from 2005 to 2007 (or a 3-year average of 3.45%).  In 2008, however, this 
proportion increased significantly to 22%, reflecting a 643% growth in the number of 
negatively performing firms.  In 2009, the proportion decreased to 15%, but this still reflects 
a considerable 442% increase over the 3-year average proportion of 3.45%.  It can thus be 
argued that the unusually high proportion of firms with a negative ROS in the most recent 2 
of the 5 years covered in the study was significant enough for the regressions to register a 
consistently negative relationship between internationalisation and ROS, regardless of 
which internationalisation measure was employed. 
It is important at this point to highlight the fact that the years from 2005 to 2009 
cover one of the most tumultuous economic periods in the post-war era:  the Global 
Financial Crisis.  The crisis was mainly triggered by events in 2007, which subsequently led to 
tremendous financial losses among companies all over the world.  These losses were so 
great for some companies that they required financial bailout packages from governments 
(such as Citibank and AIG in the United States), and led to the dissolution of other 
companies altogether.  Lehman Brothers, for example, had been consistently in the Fortune 
Global 500 lists in previous years as one of the largest financial services institutions in the 
world, but had to be excluded from the current sample as the company was dissolved in 
2008.  Thus, the period covered by this study can certainly be characterised as atypical due 
to the onset of the financial crisis in 2007 which then resulted in the significantly negative 
impact felt by a large number of companies in subsequent years.  It is argued that the 
significantly negative effects of the financial crisis on the performance of many companies 
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around the world is an extraneous event in the period under study that can explain the 
consistently negative impact of internationalisation on ROS exhibited in this study.   
 Because the significantly widespread negative effects of the crisis on corporate 
performance has made a considerable impact on the regression results thus far conducted, 
the same regressions that were carried out on the sample of Fortune Global 500 firms 
(Table 8.1) were conducted again on a data subset covering only the period from 2005 to 
2007.  The estimated fixed effects regression parameters on this narrower dataset are 
reflected in the following regression equations (Equation 8.19 to 8.36): 
 
 
 
 
Equation 8.19  IC and ROS – Linear Relationship Regression Equation (2005-2007 Data) 
  
ROS = 0.135 - 0.00619 IC 
 
 
 
Equation 8.20  IC and ROS – Quadratic Relationship Regression Equation (2005-2007 Data) 
 
ROS = 0.110 + 0.232 IC - 0.272 IC2 
 
 
 
Equation 8.21  IC and ROS – Cubic Relationship Regression Equation (2005-2007 Data) 
 
ROS = 0.122 - 0.0386 IC + 0.557 IC2 - 0.623 IC3 
 
 
 
Equation 8.22  HHI and ROS – Linear Relationship Regression Equation (2005-2007 Data) 
 
ROS = 0.133 - 0.00476 HHI 
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Equation 8.23  HHI and ROS – Quadratic Relationship Regression Equation (2005-2007 Data) 
 
ROS = 0.0767 + 0.312 HHI - 0.357 HHI2 
 
 
 
Equation 8.24  HHI and ROS – Cubic Relationship Regression Equation (2005-2007 Data) 
 
ROS = 0.0969 + 0.104 HHI + 0.207 HHI2 - 0.442 HHI3 
 
 
 
Equation 8.25  FSTS and ROS – Linear Relationship Regression Equation (2005-2007 Data) 
 
ROS = 0.108 + 0.0472 FSTS 
 
 
 
Equation 8.26  FSTS and ROS – Quadratic Relationship Regression Equation (2005-2007 Data) 
 
ROS = 0.143 - 0.134 FSTS + 0.177 FSTS2 
 
 
 
Equation 8.27  FSTS and ROS – Cubic Relationship Regression Equation (2005-2007 Data) 
 
ROS = 0.0819 + 0.483 FSTS - 1.261 FSTS2 + 0.914 FSTS3 
 
 
 
Equation 8.28  IC and ROA – Linear Relationship Regression Equation (2005-2007 Data) 
 
ROA = 0.0864 - 0.00928 IC 
 
 
 
Equation 8.29  IC and ROA – Quadratic Relationship Regression Equation (2005-2007 Data) 
 
ROA = 0.0646 + 0.196 IC - 0.234 IC2 
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Equation 8.30  IC and ROA – Cubic Relationship Regression Equation (2005-2007 Data) 
 
ROA = 0.0712 + 0.0529 IC + 0.205 IC2 - 0.330 IC3 
 
 
 
 
Equation 8.31  HHI and ROA – Linear Relationship Regression Equation (2005-2007 Data) 
 
ROA = 0.0842 - 0.00676 HHI 
 
 
 
Equation 8.32  HHI and ROA – Quadratic Relationship Regression Equation (2005-2007 Data) 
 
ROA = 0.0167 + 0.369 HHI - 0.425 HHI2 
 
 
Equation 8.33  HHI and ROA – Cubic Relationship Regression Equation (2005-2007 Data) 
 
ROA = 0.0320 + 0.211 HHI + 0.00422 HHI2 - 0.336 HHI3 
 
 
 
Equation 8.34  FSTS and ROA – Linear Relationship Regression Equation (2005-2007 Data) 
 
ROA = 0.0599 + 0.0420 FSTS 
 
 
 
Equation 8.35  FSTS and ROA – Quadratic Relationship Regression Equation (2005-2007 Data) 
 
ROA = 0.0735 - 0.0287 FSTS + 0.0690 FSTS2 
 
 
 
Equation 8.36  FSTS and ROA – Cubic Relationship Regression Equation (2005-2007 Data) 
 
ROA = 0.0273 + 0.440 FSTS - 1.024 FSTS2 + 0.695 FSTS3 
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Table 8.7 presents the results of the fixed effects regression analyses on the 2005 – 
2007 dataset exploring the linear, quadratic (U-shaped) and cubic (sigmoid) relationships 
between firm internationalisation and Return on Sales (ROS).  Table 8.8 presents the results 
of the fixed effects regression analyses on the 2005 – 2007 dataset exploring the linear, 
quadratic (U-shaped) and cubic (sigmoid) relationships between firm internationalisation 
and Return on Assets (ROA).   
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Table 8.7  2005 – 2007 Fixed Effects Regression Results:  Internationalisation and Return on Sales (ROS) 
 (1) (2) (3) (4) (5) (6) (7) (8) (9) 
VARIABLES ros_ ros_ ros_ ros_ ros_ ros_ ros_ ros_ ros_ 
          
ic_ -0.00619 0.232 -0.0386       
 (0.138) (0.313) (0.440)       
ic_2  -0.272 0.557       
  (0.320) (1.001)       
ic_3   -0.623       
   (0.713)       
hhi_    -0.00476 0.312 0.104    
    (0.175) (0.560) (1.167)    
hhi_2     -0.357 0.207    
     (0.601) (2.839)    
hhi_3      -0.442    
      (2.175)    
fsts_       0.0472 -0.134 0.483 
       (0.141) (0.379) (0.848) 
fsts_2        0.177 -1.261 
        (0.343) (1.801) 
fsts_3         0.914 
         (1.124) 
Constant 0.135 0.110 0.122 0.133 0.0767 0.0969 0.108 0.143 0.0819 
 (0.0870) (0.0919) (0.0930) (0.0933) (0.134) (0.166) (0.0694) (0.0971) (0.123) 
          
Observations 837 837 837 837 837 837 837 837 837 
Number of Firms 295 295 295 295 295 295 295 295 295 
R2 0.000 0.001 0.003 0.000 0.001 0.001 0.000 0.001 0.002 
F 0.00 0.36 0.50 0.00 0.18 0.13 0.11 0.19 0.35 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Table 8.8  2005 – 2007 Fixed Effects Regression Results:  Internationalisation and Return on Assets (ROA) 
 (1) (2) (3)  (4) (5) (6) (7) (8) (9) 
VARIABLES roa_ roa_ roa_ roa_ roa_ roa_ roa_ roa_ roa_ 
          
ic_ -0.00928 0.196* 0.0529       
 (0.0465) (0.105) (0.147)       
ic_2  -0.234** 0.205       
  (0.107) (0.335)       
ic_3   -0.330       
   (0.238)       
hhi_    -0.00676 0.369** 0.211    
    (0.0588) (0.188) (0.391)    
hhi_2     -0.425** 0.00422    
     (0.201) (0.950)    
hhi_3      -0.336    
      (0.727)    
fsts_       0.0420 -0.0287 0.440 
       (0.0472) (0.127) (0.284) 
fsts_2        0.0690 -1.024* 
        (0.115) (0.603) 
fsts_3         0.695* 
         (0.376) 
Constant 0.0864*** 0.0646** 0.0712** 0.0842*** 0.0167 0.0320 0.0599** 0.0735** 0.0273 
 (0.0292) (0.0308) (0.0311) (0.0313) (0.0447) (0.0557) (0.0233) (0.0326) (0.0411) 
          
Observations 837 837 837 837 837 837 837 837 837 
Number of Firms 295 295 295 295 295 295 295 295 295 
R2 0.000 0.009 0.012 0.000 0.008 0.009 0.001 0.002 0.008 
F 0.04 2.42* 2.25* 0.01 2.24 1.56 0.79 0.58 1.52 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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The results show that all fixed effects regressions testing for linear, quadratic (U-
shaped) and cubic (sigmoid) relationships between internationalisation and ROS yielded 
statistically non-significant results.  Tests for a quadratic relationship between IC and ROA 
and between HHI and ROA yielded significant results for an inverted U-shaped relationship 
at the 5% level of significance.  The degree of internationalisation (as measured by both the 
IC and HHI) is found to explain around 1% of the variance in ROA, however only the model 
which uses the IC as a measure of internationalisation is found to be useful at the 10% 
significance level.  The other remaining internationalisation-ROA tests all yielded non-
significant results.  Table 8.9 presents the results of the two sets of regressions conducted 
for 2005 to 2009 and for the shorter time frame of 2005 to 2007. 
 
The second set of regression analyses conducted over the shorter time frame of 
three years (2005 to 2007), yield markedly different results from the regression analyses 
conducted over the full five-year period (2005 to 2009).  The three-year regression analyses 
indicate that low to moderate degrees of market dispersal (measured by HHI) are associated 
with high levels of asset utilisation efficiency (ROA).  This is because the firm’s markets are 
concentrated over a few geographic areas, thus allowing it to leverage its existing asset base 
to support these few markets.  As the firm continues to expand to more markets (hence 
increasing its geographic market dispersal), it experiences greater pressure to invest in 
expanding its asset base in order to better support a less geographically concentrated 
market.  This results in an inverted U-shaped relationship between HHI and ROA. 
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Table 8.9  Summary Internationalisation-Performance Findings, 2005-2007 and 2005-2009 
2005 - 2007 
 DEPENDENT VARIABLES 
INDEPENDENT 
VARIABLES 
Return on Sales (ROS) Return on Assets (ROA) 
Linear Quadratic Cubic Linear Quadratic Cubic 
IC Not significant 
Not 
significant 
Not 
significant 
Not 
significant ∩ Not significant 
HHI Not significant 
Not 
significant 
Not 
significant 
Not 
significant ∩ Not significant 
FSTS Not significant 
Not 
significant 
Not 
significant 
Not 
significant 
Not 
significant 
Not 
significant 
 
2005 - 2009 
 DEPENDENT VARIABLES 
INDEPENDENT 
VARIABLES 
Return on Sales (ROS) Return on Assets (ROA) 
Linear Quadratic Cubic Linear Quadratic Cubic 
IC - Not significant Not significant Not significant Not significant Not significant 
HHI - Not significant Not significant - Not significant Not significant 
FSTS - ∪ Not significant Not significant ∪ Not significant 
 
 The inverted U-shaped relationship is also reflected in the IC-ROA regression 
analysis.  In the early stages of firm internationalisation, the firm’s degree of geographic 
revenue dispersal does not yet closely match the geographic dispersal of markets in the 
world.  This early internationalisation stage is associated with high asset utilisation efficiency 
because the limited market of the firm allows it to leverage its existing asset base to support 
this limited market.   As the firm continues to expand internationally and attempts to 
capture the largest markets in the world (hence achieving a closer match between its 
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geographic revenue dispersal and geographic market dispersal), it experiences greater 
pressure to invest in expanding its asset base in order to better support its larger and less 
concentrated aggregate market.  This results in an inverted U-shaped relationship between 
IC and ROA. 
 
 The results of the second set of regression analyses lend some empirical support to 
Hennart’s (2007) prediction that highly internationalised firms may not necessarily exhibit 
superior performance compared to less internationalised (or even domestic) firms.  The 
main proposition of Hennart (2007) is that market size is the key factor that determines if a 
firm is able to recoup the costs of doing business and all the costs associated with 
internationalisation.  Hence, if a firm is located in a large domestic market, it has little 
incentive to internationalise as its home country may offer a market that is large enough to 
allow it to achieve its desired economies of scale.  If a firm does internationalise, there is 
more incentive for it to internationalise to a few large markets, which gives the firm greater 
scope to recoup internationalisation costs, achieve desired economies, and thus achieve 
acceptable levels of performance.  This is supported by the inverted U-shaped relationship 
between IC and ROA and between HHI and ROA suggested above.  The shape of these 
relationships suggests that firms that are less internationalised perform better than more 
internationalised firms in terms of the ability to efficiently utilise their asset base.  The initial 
gains in efficiency in the early stages of internationalisation is consistent with Hennart’s 
prediction that firms will tend to first maximise domestic economies before targeting a few 
large international markets for expansion (Hennart, 2007).  Expanding into a few large 
markets (captured by low IC and HHI scores) not only allows the firm to keep its 
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internationalisation costs low, but also to leverage its existing asset base to serve these few 
markets.  Further, the access to a large aggregate market enables the firm to quickly achieve 
economies and thus maximise profits.  However, as the firm continues to expand to a 
greater number of markets in the effort to capture the largest markets in the world 
(captured by high IC and HHI scores), there is pressure to make additional investments to 
expand its asset base in order to serve this greater number of large markets.  This then leads 
to a decrease in the asset utilisation efficiency of the firm.  This supports Hennart’s (2007) 
prediction that firms that are more internationalised (that is, firms with higher IC and HHI 
scores) do not necessarily perform better than firms that exhibit lower levels of 
internationalisation (that is, firms with lower IC and HHI scores).   
 It is important to point out that only the employment of the IC as an 
internationalisation measure offers an opportunity to validly conduct empirical tests on 
Hennart’s (2007) propositions regarding the predicted internationalisation patterns of firms 
and the resulting impact on performance.  This is because Hennart’s propositions are 
anchored on two important factors:  (1) aggregate market size and (2) the absolute number 
of international markets.  While the HHI can capture the absolute number of markets within 
which a firm has a presence, it cannot capture any information on the size of these markets.  
The IC, on the other hand, provides information on both market size and market dispersal.  
The FSTS as a measure of internationalisation does not lend itself to empirical tests of 
Hennart’s proposition, as it contains neither information on market size nor market 
dispersal. 
Given the results of the regressions conducted in the two periods above, it is argued 
that employing alternative measures for both variables of internationalisation and 
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performance makes an impact on the resulting nature and shape of the relationship.  
However, the period in which the study is conducted may introduce extraneous variables 
which may make it difficult to isolate the effects of firm internationalisation on 
performance, as reflected in the different results for the two time frames above.  Hence, in 
order to more accurately test for the effects of firm internationalisation, longitudinal studies 
covering longer periods of time are required.  Furthermore, all measures of the independent 
variable (IC, HHI and FSTS) and the ROS measure of the dependent variable employ the 
same proxy measure:  that is, firm sales.  In other words, both the degree of a firm’s 
internationalisation and its corresponding performance are measured in some way by firm 
sales.  This may result in issues regarding endogeneity, and certainly provides a strong 
argument for the field of international business to explore more robust approaches to 
measuring the key variables that are of concern in empirical studies in the field.  The field is 
likewise challenged to design empirical studies that better isolate the impact of and 
relationship between these variables. 
As a final check, a random effects analysis was conducted on the full 2005 – 2009 
dataset.  While the fixed effects analyses above focused on explicitly highlighting the impact 
of individual firms’ internationalisation on those individual firms’ performance (thus 
controlling for all stable, firm-specific factors), a random effects analysis discards these 
individual firm differences and searches for the extent to which internationalisation 
generally accounts for differences in performance across all firms in the sample (Littell, 
Stroup, & Freund, 2002).  Hence, fixed effects analyses focus on the differences between the 
means of individual firms, while random effects analyses focus on the differences across the 
means of all firms (Littell, Stroup, & Freund, 2002).  The same regressions that were carried 
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out on the sample of Fortune Global 500 firms (Table 8.1) were conducted again using the 
random effects approach on the full 2005 – 2009 dataset.  Controls for country, region and 
industry effects were introduced.  The estimated random effects regression parameters are 
reflected in the following regression equations (Equation 8.37 to 8.54): 
 
Equation 8.37  IC and ROS – Linear Relationship Regression Equation (Random Effects) 
  
ROS = 0.121 - 0.0313 IC 
 
 
 
Equation 8.38  IC and ROS – Quadratic Relationship Regression Equation (Random Effects) 
 
ROS = 0.121 - 0.0315 IC + 0.000161 IC2 
 
 
 
Equation 8.39  IC and ROS – Cubic Relationship Regression Equation (Random Effects) 
 
ROS = 0.115 + 0.162 IC - 0.567 IC2 + 0.407 IC3 
 
 
 
Equation 8.40  HHI and ROS – Linear Relationship Regression Equation (Random Effects) 
 
ROS = 0.123 - 0.0395 HHI 
 
 
 
Equation 8.41  HHI and ROS – Quadratic Relationship Regression Equation (Random Effects) 
 
ROS = 0.0810 + 0.179 HHI - 0.236 HHI2 
 
 
 
Equation 8.42  HHI and ROS – Cubic Relationship Regression Equation (Random Effects) 
 
ROS = 0.140 - 0.393 HHI + 1.240 HHI2 - 1.115 HHI3 
 
 
 
 Internationalisation and Performance  Page | 288  
Sandra Seno-Alday  2011 
 
 
Equation 8.43  FSTS and ROS – Linear Relationship Regression Equation (Random Effects) 
 
ROS = 0.103 - 0.00192 FSTS 
 
 
 
Equation 8.44  FSTS and ROS – Quadratic Relationship Regression Equation (Random Effects) 
 
ROS = 0.130 - 0.146 FSTS + 0.140 FSTS2 
 
 
 
Equation 8.45  FSTS and ROS – Cubic Relationship Regression Equation (Random Effects) 
 
ROS = 0.0689 + 0.438 FSTS - 1.210 FSTS2 + 0.869 FSTS3 
 
 
 
Equation 8.46  IC and ROA – Linear Relationship Regression Equation (Random Effects) 
 
ROA = 0.0601 + 0.0130 IC 
 
 
 
Equation 8.47  IC and ROA – Quadratic Relationship Regression Equation (Random Effects) 
 
ROA = 0.0548 + 0.0425 IC - 0.0288 IC2 
 
 
 
Equation 8.48  IC and ROA – Cubic Relationship Regression Equation (Random Effects) 
 
ROA = 0.0554 + 0.0265 IC + 0.0182 IC2 - 0.0339 IC3 
 
 
 
Equation 8.49  HHI and ROA – Linear Relationship Regression Equation (Random Effects) 
 
ROA = 0.0631 + 0.00942 HHI 
 
 
 
Equation 8.50  HHI and ROA – Quadratic Relationship Regression Equation (Random Effects) 
 
ROA = 0.0465 + 0.0962 HHI - 0.0941 HHI2 
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Equation 8.51  HHI and ROA – Cubic Relationship Regression Equation (Random Effects) 
 
ROA = 0.0846 - 0.274 HHI + 0.863 HHI2 - 0.725 HHI3 
 
 
 
Equation 8.52  FSTS and ROA – Linear Relationship Regression Equation (Random Effects) 
 
ROA = 0.0582 + 0.0199 FSTS 
 
 
 
Equation 8.53  FSTS and ROA – Quadratic Relationship Regression Equation (Random Effects) 
 
ROA = 0.0701 - 0.0430 FSTS + 0.0613 FSTS2 
 
 
 
Equation 8.54  FSTS and ROA – Cubic Relationship Regression Equation (Random Effects) 
 
ROA = 0.0465 + 0.181 FSTS - 0.457 FSTS2 + 0.334 FSTS3 
 
Table 8.10 presents the results of the random effects regression analyses on the full 
2005 – 2009 dataset exploring the linear, quadratic (U-shaped) and cubic (sigmoid) 
relationships between firm internationalisation and Return on Sales (ROS) with controls for 
country, region and industry effects.  Table 8.11 presents the results of the random effects 
regression analyses on the 2005 – 2009 dataset exploring the linear, quadratic (U-shaped) 
and cubic (sigmoid) relationships between firm internationalisation and Return on Assets 
(ROA) with controls for country, region and industry effects.  As summarised in Table 8.12, 
all of the random effects analyses yielded non-significant results. 
The different results yielded by the fixed and random effects analyses provide 
support for the appropriateness of the fixed effects approach to truly isolate the impact of 
internationalisation on performance.  Random effects analyses allow for systematic, 
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unobserved individual firm differences, and hence assume that these unobserved individual 
factors are uncorrelated with the explanatory variable (in this case, firm 
internationalisation) (Wooldridge, 2009).  Fixed effects analyses, however, do not allow for 
systematic, unobserved individual firm differences, and in fact strictly control for all firm-
specific variables that remain stable over time.  The non-significant random effects results 
viewed in light of the significant fixed effects results, therefore, indicate the presence of 
covariances among some firm-specific factors and internationalisation which have the effect 
of obscuring the impact of internationalisation on performance.  The fixed effects analyses 
cancel out the “noise” caused by these covariances, thus effectively isolating the true 
impact of internationalisation on performance.  This makes the fixed effects approach a 
more convincing tool for isolating the effects of the explanatory variable by controlling for 
the effects of both observed and unobserved individual firm variables (Wooldridge, 2009).
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Table 8.10  2005 – 2009 Random Effects Regression Results:  Internationalisation and Return on Sales (ROS) 
 
 (1) (2) (3) (4) (5) (6) (7) (8) (9) 
VARIABLES ros_ ros_ ros_ ros_ ros_ ros_ ros_ ros_ ros_ 
          
ic_ -0.0313 -0.0315 0.162       
 (0.0334) (0.113) (0.188)       
ic_2  0.000161 -0.567       
  (0.105) (0.452)       
ic_3   0.407       
   (0.315)       
hhi_    -0.0395 0.179 -0.393    
    (0.0488) (0.225) (0.602)    
hhi_2     -0.236 1.240    
     (0.237) (1.461)    
hhi_3      -1.115    
      (1.090)    
fsts_       -0.00192 -0.146 0.438 
       (0.0335) (0.131) (0.339) 
fsts_2        0.140 -1.210* 
        (0.123) (0.734) 
fsts_3         0.869* 
         (0.466) 
Constant 0.121*** 0.121*** 0.115*** 0.123*** 0.0810 0.140* 0.103*** 0.130*** 0.0689 
 (0.0227) (0.0299) (0.0303) (0.0276) (0.0505) (0.0767) (0.0192) (0.0308) (0.0451) 
          
Observations 1,431 1,431 1,431 1,431 1,431 1,431 1,431 1,431 1,431 
Number of Firms 318 318 318 318 318 318 318 318 318 
R2 0.0004 0.0004 0.0041 0.0001 0.0014 0.0014 0.0005 0.0002 0.0027 
χ2 0.88 0.88 2.55 0.66 1.64 2.69 0.00 1.30 4.78 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Table 8.11  2005 – 2009 Random Effects Regression Results:  Internationalisation and Return on Assets (ROA) 
 
 (1) (2) (3) (4) (5) (6) (7) (8) (9) 
VARIABLES roa_ roa_ roa_ roa_ roa_ roa_ roa_ roa_ roa_ 
          
ic_ 0.0130 0.0425 0.0265       
 (0.0157) (0.0528) (0.0867)       
ic_2  -0.0288 0.0182       
  (0.0492) (0.208)       
ic_3   -0.0339       
   (0.145)       
hhi_    0.00942 0.0962 -0.274    
    (0.0229) (0.104) (0.275)    
hhi_2     -0.0941 0.863    
     (0.110) (0.669)    
hhi_3      -0.725    
      (0.499)    
fsts_       0.0199 -0.0430 0.181 
       (0.0158) (0.0611) (0.157) 
fsts_2        0.0613 -0.457 
        (0.0576) (0.340) 
fsts_3         0.334 
         (0.216) 
Constant 0.0601*** 0.0548*** 0.0554*** 0.0631*** 0.0465** 0.0846** 0.0582*** 0.0701*** 0.0465** 
 (0.0107) (0.0140) (0.0142) (0.0130) (0.0235) (0.0352) (0.00911) (0.0144) (0.0210) 
          
Observations 1,431 1,431 1,431 1,431 1,431 1,431 1,431 1,431 1,431 
Number of Firms 318 318 318 318 318 318 318 318 318 
R2 0.0026 0.0012 0.0007 0.0028 0.0003 0.0009 0.0045 0.0043 0.0055 
χ2 0.69 1.02 1.07 0.17 0.89 3.00 1.58 2.71 5.10 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Table 8.12  Summary Internationalisation-Performance Findings, 2005-2009 (Random Effects) 
2005 - 2009 
 DEPENDENT VARIABLES 
INDEPENDENT 
VARIABLES 
Return on Sales (ROS) Return on Assets (ROA) 
Linear Quadratic Cubic Linear Quadratic Cubic 
IC Not significant 
Not 
significant 
Not 
significant 
Not 
significant 
Not 
significant 
Not 
significant 
HHI Not significant 
Not 
significant 
Not 
significant 
Not 
significant 
Not 
significant 
Not 
significant 
FSTS Not significant 
Not 
significant 
Not 
significant 
Not 
significant 
Not 
significant 
Not 
significant 
 
 The results of the regressions in this chapter signal the imperative for international 
business research to come up with more robust approaches to measure key variables, and 
to carefully select appropriate statistical tools and approaches so as to ensure validity and 
reliability in empirical tests of international business theories. 
 
Conclusions 
 The empirical results in this chapter lead to important conclusions that can be made 
within the context of the objectives of this thesis.  First, the results suggest that employing 
different measures for both internationalisation and performance makes an impact on the 
nature and shape of the relationship.  This thus provides an important explanation for the 
persistent disagreement in the extant internationalisation-performance literature 
conducted over the past 40 years.   
Second, some of the results provide empirical support to Hennart’s (2007) 
propositions regarding the predicted pattern of firm internationalisation and the resulting 
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impact on firm performance.  Firms with highly dispersed operations do not necessarily 
exhibit superior performance compared to firms with more concentrated operations.  High 
dependence on foreign markets (that is, a high FSTS score) and a high degree of geographic 
dispersal (that is, a high HHI score), both reflect a negative impact on operational efficiency 
(ROS) in the five-year time frame studied.  Interestingly, the results show that even those 
firms with an international market presence that closely matches the international 
geographic dispersal of the world’s largest markets (that is, a high IC score) do not exhibit 
positive returns to operational efficiency (ROS).  This points to significant administrative 
costs associated with managing several large markets.  The threshold at which the 
additional investment in entering a new market or managing an increased market presence 
begins to result in declining returns to the firm certainly merits further study. 
Some of the results also lend partial support to the three-stage theory of 
internationalisation (Contractor, 2007, Contractor, Kundu, & Hsu, 2003).  There is some 
evidence to indicate that low levels of internationalisation characterised by low dependence 
on foreign markets (that is, a low FSTS score) result in negative returns to the firm.  
Moderate to high dependence on foreign markets (that is, a moderate to high FSTS score), 
however, results in increasingly positive returns to the firm.  This U-shaped pattern is 
consistent when internationalisation is measured by FSTS and performance is measured by 
both ROS and ROA.  Therefore, high foreign market dependence is associated with high 
levels of operational and asset utilisation efficiencies.  
The different results for tests conducted within the shorter two-year time frame 
(2005 – 2007) and the full five-year time frame (2005 – 2009) suggest the need to conduct 
tests on longer time frames.  Conducting the tests on longer time frames, however, may 
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require more explicit controls as certain firm-specific variables may not remain stable over 
time and thus make an impact on the results.  In these cases, fixed effects regression 
approaches will be unable to offer controls for these non-stable firm-specific variables.  
These variables may include changes in internationalisation strategy, firm size (caused by 
mergers and acquisitions), and others.  Conducting the tests on longer time frames will also 
allow the investigation of the impact of major external factors (such as financial crises and 
other such factors) on the internationalisation patterns of firms, and on the relationship 
between internationalisation and performance. 
Finally, it is important to point out that employing the IC as a measure of 
internationalisation lends a richness and depth to the analysis of the relationship between 
internationalisation and performance that extant internationalisation measures have been 
unable to provide.  Neither the FSTS nor the HHI incorporates information on the nature of 
firm internationalisation patterns into analyses of the relationship between 
internationalisation and performance.  The FSTS offers very limited information regarding 
the degree of a firm’s foreign market dependence.  Conclusions on the relationship between 
internationalisation and performance, therefore, are limited to exploring the impact of 
degrees of foreign market dependence on performance.  Because the FSTS contains no 
information on foreign market characteristics, there is no scope to determine whether the 
impact of dependence on markets with certain characteristics differs from dependence on 
markets with other characteristics, given similar degrees of dependence.  The same is true 
for the HHI, which offers limited information regarding the degree of a firm’s market 
dispersal.  Because the HHI contains no information on foreign market characteristics, there 
is no scope to determine whether the impact of operational dispersal across markets with 
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certain characteristics differs from the impact of operational dispersal across markets with 
other characteristics, given similar degrees of dispersal. 
The IC, on the other hand, is able to incorporate characteristics on market 
information.  Thus, the IC is able to differentiate between the impact of internationalisation 
targeted at the world’s largest markets versus the impact of internationalisation that is not 
directed at the world’s largest markets.  This is an important insight, and is valuable in the 
empirical testing of international business theories.  The flexibility of the IC offers a broad 
range of opportunities to analyse internationalisation patterns and test the impact of these 
various patterns on different aspects of firm performance.  It can be manipulated to test 
both upstream and downstream internationalisation, and explore different dimensions of 
international expansion.  The measure is unique in that it explicitly brings in the 
characteristics of location (Dunning, 1998) into measuring firm internationalisation.  Given 
the importance of location characteristics in the field of international business, the IC thus 
presents itself as an important tool that will not only allow new empirical tests on extant 
international business theories, but also contribute to the development of new theories as it 
spurs a new iteration in the sequence of inquiry of international business discussed in 
Chapter 2. 
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Chapter 9 Looking Back, Forging Ahead 
 
Aims and Contributions 
 This thesis aimed to revisit the persistent disagreement in the internationalisation-
performance literature over the past 40 years from the angle of the measurement of the 
variables involved.  The main proposition was that the persistent disagreement in the 
literature could be traced to the different ways in which the variables of internationalisation 
and performance were measured.  The thesis further proposed that not only did the variety 
of measures employed in extant studies lead to the varied and, at times, conflicting results 
in the literature, but also that the extant measures themselves were inadequate in terms of 
capturing the phenomenon of internationalisation as conceptualised in international 
business theories.   
 This persistent disagreement in the internationalisation-performance literature has 
been viewed as a major hurdle in advancing the field of international business.  The thesis 
argued that the internationalisation-performance question is a key research pillar in the 
field of international business and that advancing the quality of the debate in this area 
would be critical in advancing the frontiers of knowledge in the field itself (Chapter 2).  The 
thesis further argued that the first step to understanding the persistent disagreement in the 
literature is to systematically evaluate the extant findings in light of their theoretical 
underpinnings.  Hence, a comprehensive review of theories of the firm and of international 
business was conducted (Chapter 3) to come up with a framework to thoroughly and 
systematically review the internationalisation-performance literature (Chapter 4).  The 
comprehensive literature review specifically focused on the theories that underlie the 
measurement of the internationalisation and performance variables.  It was concluded that 
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the links between the theoretical concepts, operationalisation and measurement of the 
variables was weak and that none of the extant measures (particularly that of 
internationalisation) sufficiently captured the conceptualisation of the phenomenon of firm 
internationalisation and the expected impact on firm performance in international business 
theories.  It was further concluded that the extant measures of internationalisation did not 
sufficiently capture (1) the concept of the rational,  learning and strategy-formulating firm, 
and (2) the unique characteristics of the foreign environment about which and from which 
the international firm actively learns.  These two concepts lie at the very core of 
international business theories and indeed define much of the framework within which 
international business research is conducted.   
 The thesis then proceeded to empirically show how international environment 
characteristics (market characteristics in particular) influence the internationalisation 
patterns of the world’s largest firms (Chapter 5).  The empirical study conducted in that 
chapter showed that the world’s largest firms (represented by the Global Fortune 500) are 
based in the world’s largest economies, and that the firms are able to achieve their large 
scale or size by taking advantage of their inherently large domestic markets and specifically 
targeting internationalisation efforts at the largest foreign markets.  This puts the firms in a 
better position to reap economies of scale and to more quickly and effectively recoup the 
cost involved in overcoming their liability of foreignness in international markets.  This 
chapter thus provided empirical support to the proposition that extant firm 
internationalisation measures did not adequately capture the process undertaken by the 
firm involving, among others, the evaluation of international location characteristics and 
then rationally targeting specific internationalisation options.   
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 It was suggested that the way forward to productively and constructively challenge 
the frontiers of the internationalisation-performance debate and hence contribute to the 
advancement of the field of international business was to develop a new measure of firm 
internationalisation that was more robust and more theoretically grounded than extant 
measures.  A new measure of firm internationalisation, the Internationalisation Coefficient 
(IC) was thus proposed in Chapter 6.  The IC was patterned after the logic of the Gini 
Coefficient, and was designed to compare the locational dispersal of a firm-specific attribute 
(e.g. revenues or assets) with the locational dispersal of a relevant international 
environment-specific attribute (e.g. market size or resources).  It was suggested that the 
rational international firm would scan the international environment, accurately locate 
markets in which it could exploit its advantages (or resources which it could capture to its 
advantage), and effectively overcome its liability of foreignness in order to establish a 
significant presence in those relevant locations.  Therefore, the truly international firm 
would have an international revenue dispersal, for example, that mirrors the international 
dispersal of markets. The IC was proposed as a measure that could capture the extent to 
which a firm is able to match its revenue dispersal to market dispersal, or asset dispersal to 
resource dispersal. 
 Along with the most common extant measures of firm internationalisation, the 
proposed IC was employed to determine the degree of internationalisation of a sample of 
Fortune Global 500 firms (Chapter 7) and longitudinally test the relationship between 
internationalisation and performance (Chapter 8).  The results confirmed that the IC is a 
statistically distinct measure of internationalisation, and that employing different measures 
of internationalisation resulted in different assessments of internationalisation for the same 
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sample of firms.  Employing different measures of internationalisation likewise resulted in 
different conclusions regarding the nature and shape of the internationalisation-
performance relationship, thus lending empirical support to the proposition that differences 
in measurement approaches have significantly contributed to the persistent disagreement 
and divergence in the extant internationalisation-performance literature. 
 Most importantly, the results of the analysis conducted in Chapter 7 have empirically 
established the proposed IC as a robust and theoretically-grounded measure of firm 
internationalisation capable of capturing a wealth of information and insight on the degree 
and nature of internationalisation of a firm.  The richness of insight offered by the IC is 
unparalleled among extant measures of internationalisation, and thus paves the way for the 
formulation of richer and more insightful conclusions regarding the internationalisation 
patterns of firms and the resulting impact on international firm performance.  It is suggested 
that the proposed IC represents a significant advancement in the development of measures 
designed to accurately capture the theoretical concepts that are indigenous to the field of 
international business. This signals new opportunities for revisiting unresolved debates, 
exploring new questions in the field and indeed stimulating a renewed iteration in the 
sequence of inquiry in the proposed integrative international business research framework.  
The results of the regression analyses conducted in Chapter 8 have also provided empirical 
support to Hennart’s (2007) predictions regarding the internationalisation patterns of firms 
and the resulting impact on performance.  Because Hennart anchored these predictions on 
extensions of the transaction cost/ internalisation theories of international business 
(Hennart, 2007), the findings of this thesis have thus contributed to offering empirical 
evidence to support this particular stream of international business theory (Chapter 3).  
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Interestingly, the results also lend partial support to the three-stage theory of 
internationalisation (Contractor, 2007, Contractor, Kundu, & Hsu, 2003, Lu & Beamish, 
2001).  The different results presented by testing on a shorter two-year time frame (2005 – 
2007) and a longer five-year time frame (2005 – 2009) signals the need to conduct further 
tests on a longer time frame while controlling for firm-specific variables that may not remain 
stable over time.  Finally, the flexibility of the IC, along with its ability to incorporate market 
characteristics into a measure of internationalisation, presents new opportunities to test 
extant international business theories and explore the development of new theories that 
will expand the frontiers of the field. 
 
Limitations 
As discussed in Chapter 8, firm performance can be adversely affected by 
macroeconomic factors and events that have the potential to distort results and findings.  
The period in which this thesis was conducted (2005 – 2009) coincided with the occurrence 
of the Global Financial Crisis, and this was found to have made a significant impact on the 
nature of the internationalisation-performance relationship.  This could have distorted the 
results relating to the period from 2008 to 2009. 
As is the case with empirical studies exploring degrees of firm internationalisation, 
regionalisation versus globalisation, and the relationship between internationalisation and 
performance, the empirical studies in this thesis are heavily dependent on data reported by 
firms in the sample.  The analyses required the disaggregation of firm data according to a 
predefined set of geographic region:  the domestic country, the Americas, Asia Pacific, 
Europe, and the Rest of the World.  Not all firms, however, employ the same regional 
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disaggregation in financial reporting.  Geographic segmentation of firm data is subject to 
different reporting requirements and conventions across countries and industries, and is 
heavily dependent on management decision-making requirements that are internal to 
individual firms.  While there have been efforts to standardise international financial 
reporting conventions through the introduction of International Financial Reporting 
Standards (IFRS), the current reporting standard only requires firms to segment domestic 
versus foreign data.  The firm can opt to further segment foreign data into individual 
countries or regions, but the segmentation criteria would be dependent on the materiality 
or significance of specific segments to the business (IFRS, 2010).  Different countries and 
regions will expectedly have different levels of importance to individual firms, hence, 
segmentation of firm data will necessarily occur along different lines.  These differences in 
segment reporting make it difficult to obtain a large sample of firms with data segmented 
according to the requirements of the research project.  This has been particularly 
challenging within the context of this thesis, which has attempted to obtain firm data 
segmented consistently according to the defined regional segments for each of the 5 years 
from 2005 to 2009.  As efforts to further improve financial reporting continue, there is scope 
for the field of international business to potentially influence financial reporting conventions 
and regulation.  This would allow the generation of firm-specific data that is vital to the 
conduct of international business research, which in turn, will inform international business 
decision-making and policy formulation. 
It must be noted at this point that the IC was designed to be a flexible measure, able 
to accommodate other firm-specific attributes (to replace revenues as employed in this 
thesis) and other international environment-specific attributes (to replace market size as 
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employed in this thesis).  The measure can also accommodate practically an infinite number 
of geographic segments.  In this thesis, 5 geographic segments were used (Table 6.7), but 
the measure can be employed with a different set of segmentation criteria (e.g. individual 
countries or trade regions) that may involve fewer or even more geographic segments.  
Therefore, the availability of comprehensive reliable data consistently segmented according 
to a specific set of criteria is the main limitation not only of the analyses in this thesis, and 
but also of other studies that are heavily dependent on geographically segmented data. 
Finally, testing on a longer time frame will require controls to be introduced for firm-
specific variables that may not remain stable over time.  This may include changes in 
internationalisation strategy and changes in firm size that may occur as a function of organic 
growth over time or as a function of mergers and acquisitions. 
 
Theoretical Implications and Recommendations for Further Research 
 This thesis has proposed the Internationalisation Coefficient (IC) as a robust, 
theoretically-grounded and statistically distinct measure of internationalisation capable of 
offering rich insights into firm internationalisation.  As discussed, the proposed IC is 
suggested as a measure of internationalisation that best captures the conceptualisation of 
the firm and of the phenomenon of firm internationalisation in the major international 
business theories discussed in Chapter 3.  Most importantly, the measure acknowledges 
that internationalisation is not a random event, but a deliberate, strategic effort undertaken 
by a rational, learning and profit-seeking firm that makes an assessment of various 
international location characteristics in making internationalisation decisions.  In this thesis, 
the way that the IC is employed assumes that because the firm is a profit-seeking entity, it 
 Internationalisation and Performance  Page | 304  
Sandra Seno-Alday  2011 
 
 
will tend to exploit its advantages to capture the largest markets in the world.  Market size is 
an important characteristic, as it is market size that is key in determining the scale 
economies that the firm requires, offering the best opportunity for the firm to recoup the 
costs involved in overcoming its liability of foreignness in international markets.  The way 
that the IC is employed here also acknowledges that a firm has a nationality; that is, it is 
based in a domestic country where, as a native player, its liability of foreignness is assumed 
to be zero.  Hence, if a firm is based in a large domestic market that accounts for a 
significant proportion of the total world market, the firm will naturally take advantage of its 
position as a native player to first maximise its presence in the domestic market.  All the 
characteristics of the IC confirm that, among the current measures of internationalisation, it 
is the most grounded in international business theory. 
 This thesis has also provided some empirical support to Hennart’s (2007) 
propositions regarding the internationalisation patterns of firms and the resulting impact on 
firm performance.  As Hennart extended the transaction cost/ internalisation theories of 
international business to formulate these propositions, this thesis has thus tested this well-
established stream of international business and provided empirical support for it.  As 
argued in Chapter 7, the internationalisation patterns of the world’s largest firms are indeed 
characterised by moderate degrees of expansion targeted at the world’s largest markets.  
Further, as predicted by Hennart, the results in Chapter 8 show that firms with high degrees 
of internationalisation (high IC scores) do not necessarily exhibit superior performance 
compared to firms with lower degrees of internationalisation (low IC scores).  The early 
stages of internationalisation offer firms an opportunity to leverage their existing asset base 
while gaining access to a few large international markets.  This translates to high asset 
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utilisation efficiency levels, reflected in high performance levels (measured by ROA).  As 
firms continue to expand to more large markets, this puts pressure on the firms to increase 
their investment in a larger asset base.  This additional investment, coupled with additional 
costs related to the support and administration of a larger and more dispersed market, 
leads to lower asset utilisation efficiency levels, reflected in lower performance levels 
(measured by ROA).  Interestingly, the results also lend partial support to the three-stage 
theory of internationalisation (Contractor, 2007, Contractor, Kundu, & Hsu, 2003, Lu & 
Beamish, 2001).  The different results between the two- and five-year time frames studied 
signal opportunities for further empirical testing.  
 Therefore, the development of the IC presents new and renewed opportunities to 
test other international business theories on a variety of samples:  international firms from 
different countries, firms from developing economies, born-global firms, small and medium 
enterprises, and others.  In fact, it is strongly recommended that further studies on the 
degree of firm internationalisation be conducted on diverse samples of firms to further 
deepen the understanding of scholars and international business managers alike on the 
process of firm internationalisation.  It is certainly important to validate the findings in this 
thesis, which has conducted statistical tests on a limited sample of the world’s largest firms.  
It is also recommended that tests of internationalisation be conducted where the IC 
employs different combinations of firm-specific attributes and environment specific 
attributes, or where a different set of geographic segments are defined.  It would be most 
interesting, for example, to determine the extent to which the international dispersal of a 
firm’s specific type of asset (e.g. manufacturing facilities) matches the international 
dispersal of a specific type of resource (e.g. low-cost manpower, a certain type of expertise, 
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or a certain type of raw material).  The IC also offers renewed opportunities to contribute to 
the regionalisation-globalisation discourse.  The measure is capable of testing, for example, 
the internationalisation patterns of firms based on trade regions, thus offering an empirical 
tool to test regionalisation theories such as the Theory of the Regional Multinationals 
(Rugman & Verbeke, 2005).  The opportunities for employing the IC for empirical modelling 
are indeed significant.  As suggested in Chapter 8, there is much scope to employ the IC to 
conduct further tests on the internationalisation-performance relationship across a much 
longer time frame.  The tests in this thesis covered a five-year time frame (2005 – 2009) and 
a shorter three-year time frame (2005 – 2007).  The markedly different results offered by 
the tests conducted in these two time frames indicate that time is an important factor in 
internationalisation and performance studies.  This is because the speed at which 
internationalisation efforts are conducted, the timing of the additional investments in assets 
or administrative support, and other external variables (such as economic crises and cycles) 
make a major impact on the resulting nature and shape of the internationalisation-
performance relationship.  The introduction of the IC as a flexible empirical tool in studies 
requiring a measure of firm internationalisation also certainly creates renewed 
opportunities to reinvigorate the internationalisation-performance debates by offering new 
perspectives and insights on the phenomenon of firm internationalisation.   
Needless to say, the conceptual and statistical robustness, flexibility, and ease with 
which the IC can be employed as a measure of internationalisation make a wealth of 
empirical international business research opportunities possible.  These renewed efforts will 
hopefully yield fresh and rich insights on internationalisation that will spur both the re-
examination of extant theories and the further development of new international business 
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theories.  This will effectively stimulate iterations in the sequence of inquiry in the 
integrative international business research framework proposed in this thesis, resulting in 
the expansion of the frontiers of knowledge in the field. 
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